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RESTRICTIVE  POLICIES  OF  INVESTMENT  TRUSTS 


INTRODUCTION 

Selection  of  the  Subject 

Importance  and  Outlook 

During  the  past  decade  one  of  the  most  important 

factors  at  work  in  the  American  world  of  finance  has  been 

the  investment  trust.     In  a  large  measure  this  represents 

an  aftermath  of  the  World  war.     Before  1914  we  represented 

a  debtor  nation.     rtAt  the  outbreak  of  the  European  War  the 

funded  debt  of  the  United  States  amounted  to  approximately 

1 

#1,000,000,000  or  f>10.50  per  capita."      During  the  period 
of  the  War  our  government  sold  bonds  to  its  citizens,  there- 
by increasing  our  per  capita  debt  from  #10.50  in  1914  to 
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$249.38  in  1920.       This  money  was  loaned  to  foreign  govern- 
ments, thus  transforming  us  from  a  debtor  to  a  creditor 
nation. 

It  was  to  America  that  the  European  nations  looked 
for  banking  accommodations .    Exclusive  of  refunding  issues, 
Air eri can  loaned  $1,000,000,000  during  1925  to  foreign 

1.  Largequist,  W.  E#,  Investment  Analysis,  F.  582. 

2.  Mechanics  &  Metal  National  Bank,  N.  Y. ,  The  Cost 
of  the  War,  pamphlet  prepared  1920. 


2 

3 

lands.  Naturally  this  money  came  from  the  rank  and  file  of 
American  citizens  who  purchased  the  bonds  of  foreign  govern- 
ments and  municipalities. 

Such  factors  as  these  were  not  alone  responsible 

for  augmenting  the  host  of  investors,  because  approximately 
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18,000,000  had  become  accustomed  to  buying  Liberty  Bonds, 
With  such  an  army  of  investors  available  an  opportunity  and 
added  impetus  was  afforded  for  the  formation  of  the  invest- 
ment trust. 

while  here  and  there  could  be  found  certain  local 

investment  trusts  before  1921,  this  date  really  ushered  in 

the  beginning  of  the  investment  trust,  at  which  time  the  In- 
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ternational  Securities  Trusts  of  America  was  organized. 

6 

From  a  capitalization  of  $2,387,799  in  April  1921  the  in- 
vestment trusts  have  grown  to  their  present  capitalization 
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of  approximately  .#3,000,000,000.       (See  Chart  I.  on  page  3) 

This  venture  in  finance  is  based  upon  a  firm  founda 
tion.     The  new  investor,  whose  first  lesson  was  taught  him  by 
agencies  who  sold  Liberty  Bonds,  could  not  fully  comprehend 
the  great  problem  of  investing.     He  gladly  handed  over  his 
investment  problem  to  the  investment  trust.     Because  of  its 
need  and  function  the  investment  trust  is  destined  to  play  a 
Stella  role  in  the  further  drama  of  American  Finance. 


3.  Stock  Exchange  Gazette,  London,  Hay  13,  1927. 

4.  Largequist,  V/.  E.,  Investment  Analysis,  P.  644. 

5.  Stock  Exchange  Gazette,  London,  May  13,  1927. 

6.  American  Founders,  Pamphlet  issued  Jan.  1,  1925. 

7.  Sloan,  L.  H. ,  New  York  Times,  Oct.  1,  1929. 
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It  is  because  of  thig  importance  and  outlook  that 
I  have  selected  the  subject,  hoping  that  in  a  measure  I 
might  make  a  contribution  to  the  gathering  and  compiling  of 
some  of  the  restrictive  clauses. 

(Influence  Upon  Business) 
After  a  period  of  almost  ten  years  it  is  possible 
to  examine  the  investment  trust a  in  the  light  of  their  rela- 
tionship to  and  influence  upon  business.     It  is  natural  that 
the  amassing  of  such  a  great  volume  of  funds  alone  would  re- 
flect itself  in  business. 

All  activities  of  business  may  be  broadly  classi- 
fied under  three  general  headings--producti on ,  distribution 
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and  administration.       The  production  is  concerned  with  the 
changing  of  the  forms  of  products,  the  distribution  with  the 
locations,  and  the  administration  aids  in  the  dispatching 
and  effective  culmination  of  the  first  two  mentioned  ac- 
tivities.    V/ith  this  thought  in  mind  the  influence  of  the 
investment  trusts  upon  business  may  be  observed. 

In  the  field  of  production  there  are  five  funda- 
mental factors  or  problems  to  consider--plant ,  equipment, 
material,  labor  and  organization.     If  the  investment  trusts 
affect  production  at  all,  they  would  have  their  influence 
upon  one  or  other  of  the  basic  factors. 

8.     Shaw,  A.  W. ,  An  Approach  to    usiness  Problems,  P.  3. 
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The  chief  concern  of  production  in  the  plan  is  its 
location.     This  is  largely  determined  by  such  factors  as  ac- 
cessibility to  raw  material,  sources  and  markets,  labor  supply, 
and  market  for  finished  products.     It  is  evident  that  in  this 
particular  phase  of  production  the  investment  trusts  have  no 
direct  influence. 

Hov/ever,  the  type  of  plant  is  constructed  in  the 
light  of  and  with  consideration  of  the  kind  of  equipment 
needed.    Factors  bearing  on  the  kind  and  choice  of  equipment 
include  initial  cost,  upkeep,  patent  rights,  etc.     Only  in 
the  measure  that  the  investment  trusts  provide  funds  to  help 
acquire  the  equipment  and  plant  do  they  affect  this  side  of 
production.    But,  the  providing  of  capital  for  production 
belongs  under  the  discussion  of  the  administrative  phase  of 
business . 

The  problem  of  material,  labor  and  organization 
are  questions  purely  akin  to  production  per  se,  and  are 
usually  unhampered  and  uninfluenced  by  the  investment  trusts. 

An  analysis  of  the  problem  of  distribution  reveals 
the  fact  that  its  chief  concern  is  in  satisfying  demand. 
"Sales  and  production  are  coordinate  factors  in  industry. 
Sales  can  be  consummated  only  when  goods  are  produced....... 

A  flour  milling  company,  for  example,  is  warranted  in  con- 
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tinuing  to  manufacture  flour  only  when  it  is  reasonably  cer- 

9 

tain  that  orders  will  "be  forthcoming  from  its  customers." 
There  must  "be  a  demand  before  there  can  be  a  satisfaction  of 
the  demand.     Some  of  the  desires  or  demands  of  man  are  fixed 
and  inelastic,  and  upon  such  factors  the  distribution  can  have 
little  or  no  influence.    However,  there  are  a  host  of  factors 
the  demands  of  which  can  be  stimulated  and  increased.     The  de- 
mand may  be  increased  by  such  actions  as  lowering  of  price, 
advertising  and  sales  solicitation.    But  this  field  too  is  a 
specialized  problem,  and  is  directly  affected  by  investment 
trusts  only  in  such  measure  as  they  help  to  provide  finance 
for  the  demand  creation.     This,  however,  is  to  be  discussed 
un  er  the  administrative  phase  of  business. 

Iri  the  administrative  phase  of  business  the  execu- 
tive must  observe  not  only  the  internal  policies  but  the  out- 
side influences.  Business  is  affected  by  legislation,  public 
influence  and  opinion,  and  is  in  general  a  reflector  of  these 
elements.  The  business  that  is  successful  is  the  one  that 
makes  profit  on  its  investments,  and  it  is  in  this  particular 
phase  that  the  investment  trusts  have  had  their  influence. 

An  examination  of  the  portfolios  of  the  investment 
trusts  would  disclose  the  presence  of  certain  securities  in 
almost  every  portfolio.     This  demand  for  certain  securities 

9.     Copeland,  M.  T.,  Principles    of  Merchandising,  P.  3. 
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has  naturally  raised  the  price  of  these  particular  securities, 
and  made  it  possible  for  the  particular  corporations  effected 
to  advantageously  secure  new  finance.     The  aid  that  the  invest- 
ment trusts  render  in  this  connection  is  noted  in  the  excerpt 
from  Speaker-- "The  investment  trust  also  aids  in  the  Financ- 
ing of  domestic  enterprises.     There  are  numerous  ways  in 
which  they  may  he  of  assistance.     Through  the  underwriting 

operation,  previously  mentioned,  they  may  aid  concerns  in 

10 

need  of  capital." 

(Influence  Upon  the  Money  and  Security  Markets) 

While  the  influence  of  the  investment  trusts  has 
"been  felt  in  the  business  world  in  a  manner  that  may  be  said 
to  be  indirect,  it  is  in  the  money  and  the  security  markets 
that  its  influence  has  been  exceedingly  pronounced. 

The  function  of  the  investment  trusts  is  that  of 
investing  in  securities,  but  true  -nd  prudent  investing  pre- 
supposes that  a  certain  percentage  of  the  holdings  must  al- 
ways be  held  in  readiness  to  take  advantage  of  exceptional 
investment  opportunities.  However,  in  the  meanwhile,  such 
funds  as  are  not  at  work  in  their  natural  function  must  "be 
employed.     The  investment  trust  managements  have  naturally 

found  it  advantageous  to  offer  these  idle  funds  in  the  money 
11 

market.        Honey  is  dealt  with  and  traded  in  on  the  He*  York 

10.     Speaker,  L.  M.,  The  Investment  Trust,  P.  67. 
11*    Wright,  Ivan,  Reading  in  Money,  Credit  &  Banking 
Principles,  P.  338. 
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Stock  Exchange  in  a  manner  similar  to  that  of  listed  securi- 
ties.    There  is  a  post  on  the  Exchange  floor  known  as  the 
money  post,  and  those  desiring  to  trade  in  money  may  go  to 
that  particular  place.     Banks,  investment  trusts  and  corpora- 
tions having  money  to  loan  place  such  loans  through  the 
brokers  who  trade  at  these  money  posts. 

The  money  thus  loaned  is  reported  in  financial 
pages  of  papers  as  loans  for  "others**     It  is  contended  that 
such  loans  are  an  unstable  form  of  credit.     The  volume  of 
money  available  to  traders  in  the  security  market  has 
steadily  risen  from  $1, 000, 000, 000  in  1927  to  $3,600,000,000 
in  the  middle  of  September  1929.     "This  represents  55>  of 
the  total  funds  which  the  Federal  Reserve  Board  reports  under 
brokers'  loans  classification.     In  any  such  ratio,  loans  of 
'others*  to  the  stock  market  constitute  a  striking  abnormality. 

 ...These  loans  proved  to  be  one  of  the  most  dangerous 

12 

factors  in  the  whole  stock  market  situation." 

The  very  fact  that  the  funds  put  into  the  money 
market  were  for  temporary  purposes  shows  clearly  that  when 
the  time  for  profitable  use  of  the  money  arose  those  who  pro- 
vided the  funds,  feeling  no  responsibility  whatsoever,  with- 
drew them. 


12.     Sloan,  L.  H. ,  Boston  Transcript,  ^ec.  3,  1929. 
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It  is  not  inferred  that  the  investment  trusts  are 
the  only  agencies  that  lend  money  in  the  money  market.  Many 
banks  and  large  corporations  employ  their  temporarily  idle 
funds  in  this  manner.    But  they  do  not  loan  large  volumes  of 
money  in  this  market. 

The  latter  part  of  1928  and  up  to  October  1929  many 
investment  trusts  were  organized.     The  amount  of  money  de- 
rived from  public  subscription  came  in  too  rapidly  to  be  ab- 
sorbed in  the  security  market  without  sending  prices  sky 
high.    On  September  12,  1929,  three  new  investment  trusts 
were  organized.     One  of  the  companies  proposed  to  raise  an 
ultimate  investment  fund  of  $100,000,000.     "Indications  now 
are  that  the  record  breaking  flotation  of  ^400,000,000  of 

investment  trust  securities  in  August  will  be  greatly  ex- 
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ceeded  by  the  operation  in  September.'1 

With  the  volume  of  money  available  for  loans  in 
the  money  market,  together  with  the  scramble  for  the  high 
grade  securities,  the  prices  of  securities  naturally  ro  e 
to  undue  proportions.     The  investment  trusts  had  their  in- 
fluence upon  the  security  market  and  likewise  felt  the  ef- 
fect of  the  decline.     The  tables  on  pages  10  and  11  show 
the  extent  to  which  the  investment  trusts  felt  the  recent 
stock  market  break.     While  the  lists  are  not  complete  they 


13.     Hanson,  H.  A.,  Boston  Transcript,  Sept.  12,  1929. 
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BOSTON  :  EWS  3UR3AU 
NOVEMBER  14,  1929 


How  Investment  Trusts  Fared 


Mutual  Trusts  Stood  Up  Best 


Boston — The  recent  cyclonic  decline  in  stock  prices  has  put 
investment  trusts  to  the  first  real  test  since  they  became  so  sud- 
denly such  a  popular  medium  of  investment. 

Those  trusts  the  shares  of  which  have  been  sold  to  the  public 
on  the  basis  of  the  liquidating  value  of  the  securities  in  the  port- 
folio plus  a  small  premium  to  cover  commissions,  etc.  usually 
about  5%,  have  in  the  main  weathered  the  storm  best.  Of  courso 
the  investment  trust  that  found  itself  with  the  major  part  of  its 
assets  in  cash  at  the  end  of  September  was  in  an  enviable  position 
if  it  did  not  get  back  into  the  market  too  soon.  However,  such 
instances  of  liquidity  are  few  and  far  between. 

The  so-called  trading  type  of  trust  where  the  management  is 
vested  with  the  power  to  buy  and  sell  at  its  discretion  has  been  the 
target  of  heavy  liquidation . 

Some  of  the  better  known  investment  trust  issues,  either 
listed  or  unlisted  with  their  1929  high,  recent  low  prices  and 
decline  from  the  high  are  set  forth  below : 
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CHART  III. 

How  Investment  Companies 

Were  Affected  in  the  Recent 
Market  Break 


Investment  Trust  Securities 
Corporation 

24  Federal  St.,  Boston    —    State  Mutual  Bldg.,  Worcester 

Boston  Telephone  —  Hubbard  3923 
New  York  Telephone  —       Canal  4178 

Specialists  in  Investment  Trust  Securities 
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50 

cc 

^0 
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2SV> 

7  a 

14  7% 

A~  78 

18 

NYS 

Investors  Equity  

■  ■  ■  7iy2 

30 

30 

30^ 

BSE 

Kreuger  &  Toll  

  46H 

26 

26 

29  M 

NYC 

136 

71 

82 

95 

NYC 

Marine  Midland  

  75Vs 

35 

443^ 

50 
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1929. 

Tues.,  Oct.  29,  '29 

Close  Thurs. 

High 

Low 

Close 

(Jet.  Jl,  29 

UNL 

Massachusetts  Investors  

••  64% 

45% 

49 

49% 

NYC 

Mayflower  Associates  

101  3^ 

52 

52 

64 

NYC 

Metal  &  Mining  Inc  

22 

8% 

9% 

10% 

NYC 

National  Investors  Corporation  

64% 

20 

20 

30 

NYC 

New  York  Investors  

••  48% 

27 

30 

33% 

NYC 

Niagara  Share  Corp  

..  74% 

21% 

22% 

31 

NYS 

North  American  Co  

186% 

75 

80 

110 

NYC 

North  American  Aviation  

24 

7 

7 

7% 

NYC 

Oil  Stock  A  

••  19  K 

syi 

syi 

10 

UNL 

Pacific  Investing  

50 

35 

38 

38 

NYC 

Pennroad  

30 

15% 

16 

19 

NYC 

Prince  &  Whitely  

14 

6% 

7% 

9 

NYC 

Prudential  Investors  

••  41% 

5% 

10% 

18% 

BSE 

Public  Utility  Holding  Corp  

38 

18% 

18% 

26 

NYC 

Reliance  Management  

..  63% 

12 

25 

34% 

UNL 

Second  International  Securities  Corp  

■  •  54% 

40 

45 

40 

NYC 

Selected  Industries  

••  31% 

10 

11 

14% 

NYC 

Shenandoah  Corporation  

•  •  393% 

8% 

17 

14% 

NYC 

Sisto  Financial  Corporation  

56% 

22% 

25 

30% 

NYC 

Southern  Corporation  

21 

10% 

10% 

11 

UNL 

Standard  Investing  

48 

25 

25 

25^ 

NYS 

Sterling  Securities  

38 

11 

15 

18 

NYS 

Stone  &  Webster  Inc  

.201% 

81 

90 

106% 

NYC 

Sun  Investors  

.  .  34% 

15% 

16% 

20% 

NYC 

Third  National  Investors  

85 

27 

27 

42 

NYC 

Transamerica  

•  •  67% 

20% 

42 

49% 

NYC 

Tri-Continental  

57 

15% 

17% 

24 

NYC 

..  36% 

24% 

24% 

22 

NYS 

United  Corporation  

..  75% 

24% 

25% 

36% 

BSE 

United  Founders  Corp  

•  •  75% 

30 

30 

52% 

NYS 

1Q  1/ 
■   -J?  72 

28 

32 

Z.o 

BSE 

United  States  Electric  Power  

33% 

15 

16% 

24% 

NYS 

U.  S.  Foreign  Securities  

72 

20 

29 

35 

BSE 

United  States  &  Int.  Sec.  Allot  

102 

60 

71% 

75 

BSE 

United  States  &  Overseas .'  

38 

•18 

22  ■ 

...  25- 

NYC 

Utility  Equities  

44 

10 

17 

18% 

Note. — The  above  information  is  obtained  from  sources  believed 

to  be  accurate. 

In  some  cases 

a  stock 

may  have 

more  than  one  listing. 


NYS — Listed  New  York.  Stock  Exchange.         NYC — Listed  New  York  Curb.  BSE — Listed  Boston  Stock  Exchange. 

UNL— Unlisted. 

Trading  Department  of  Investment  Trust  Securities  Corporation  will  be  glad  to 
furnish  quotations  on  any  Investment  Company 


CHART  III. 


Last  week  witnessed  the  most  serious  market  collapse  in  history.  It  is  estimated 
that  securities  in  general  depreciated  about  ten  billion  dollars. 

Investment  companies'  shares  are  not  as  seasoned  as  other  classes  of  securities, 
such  as  are  considered  in  the  Dow  Jones  averages.  In  fact,  most  of  the  companies 
selected  for  this  list  have  only  been  in  operation  about  a  year. 

Examining  the  bulk  of  the  new  financing  for  the  first  nine  months  of  this  year, 
it  is  seen  that  out  of  $4,936,336,000  a  total  of  $1,917,575,000  was  the  amount  of  the 
financing  of  investment  companies,  commonly  called  "investment  trusts."  It  might 
be  natural  to  expect  that  they  would  show  more  fluctuation  during  the  break  than 
would  the  average  listed  stock  of  long  standing.  It  is  said  that  they  were  heavily 
purchased  when  originally  financed  on  the  assumption  that  the  sponsors  would  cause 
them  to  rise  along  with  the  general  market.  We  do  know,  however,  that  most  every 
daily  newspaper  in  recent  months  featured  the  investment  company  financing  and 
the  subsequent  demands  for  various  issues. 

It  had  been  frequently  suggested  that  investment  companies  have  not  had 
sufficient  time  to  prove  their  merits — or,  that  they  were  only  experiments  and  would 
be  forced  to  meet  their  real  test  in  a  crisis.  At  just  such  a  time  let  us  note  the  reaction 
and  remarkable  position  sustained  by  one  of  the  most  outstanding  investment  com- 
panies; namely,  the  American  Founders  Corporation.  It  has  been  and  was  during 
the  break  one  of  the  most  active  stocks  on  the  Boston  Stock  Exchange,  as  well  as 
"over  the  counter."  The  high  for  the  stock  this  year  was  \22J/&.  After  the  real  break 
on  Tuesday,  October  29th,  the  market  rose  quickly  through  Thursday  when  American 
Founders  closed  at  101,  up  45  points  from  its  low  and  down  only  17.88%  from  the 
high  of  the  year,  and  United  Founders  closed  at  S2}/2  down  only  30.46%  from  high.- 
No  doubt  this  was  due  partially  to  the  extraordinary  position  in  the  securities  of  the 
world  markets.  They  were  able  to  liquidate  many  of  their  foreign  holdings,  thereby 
obtaining  additional  funds  for  investment  in  the  American  market. 

The  position  of  American  Founders  throughout  the  crisis  decisively  proves  that 
the  test  was  met  by  a  representative  investment  company,  and  also  proves  that  the 
policy  of  this  company  in  the  management  of  their  investments  is  more  than  "unique" 
because  it  has  been  proven  to  be  a  success 
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do  give  a  comprehensive  picture  of  the  situation,  (See 
Charts  II.  and  III.) 

Absence  of  Statistical  Data 
While  a  "bibliography  of  text  books  dealing  with 
investment  trusts  would  be  voluminous  yet  real  statistical 
data  is  absent.     The  investment  trusts  have  been  sponsored 
by  three  distinct  groups-- the  commercial  banks,   the  invest- 
ment bankers,  and  the  non-affiliated  companies.  Examples 
of  the  commercial  bank  type  may  be  seen  in  the  Shawms t  As- 
sociation and  the  Old  Colony  Investment  Trust,  those  of  the 
investment  banking  group  by  the  Spencer  Trask  Fund,  Inc. 
and  Jackson  and  Curtis  Investment  Associates,  and  the  non- 
affiliated by  such  companys  as  are  in  the  American  Founders 
Trust  Group. 

Each  individual  group,  and  even  each  individual 
company,  has  sought  primarily  its  own  interests,  with  the 
result  that  each  one  has  been  secretive  about  its  methods 
and  sec  rity  holdings.  Very  few  of  the  investment  trusts 
give  much  public  information  as  to  the  securities  they  own. 
Some  of  them,  however,  specify  an  "approved  list*1  of 
securities  which  may  be  purchased. 

(Age  of  Investment  Trusts) 
The  investment  trusts  in  the  United  States  have 
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been  in  existence  for  hardly  more  than  ten  years.     A  decade 
is  a  short  time  in  any  life,  hence,  there  is  no  wonder  that 
during  this  period  little  or  no  data  has  been  gathered.  It 
is  the  purpose  of  this  thesis  to  make  a  contribution  to 
this  phase  of  the  investment  trusts, 

(Lack  of  Required  Inf ormation ) 
While  the  time  has  been  short  there  is  still 
another  factor  which  has  prevented  the  gathering  of  statis- 
tical data.     The  absence  of  regulations  and  uniform  require- 
ments make  it  even  har  er  to  compile  comparable  data.  Some 

14 

steps  have  been  taken  recently  to  remedy  this  situation. 
The  New  York  Stock  Exchange  ruled  on  September  12  that,  "In 
all  cases  where  members  of  the  exchange  are  contemplating 
organizing  and  publicly  offering  the  securities  of  an  in- 
vestment trust,  the  committee  on  business  conduct  directs 
that  the  advertisement  and  circular  and  also  by-laws  of  the 
proposed  corporation  and  any  management  or  other  security 
contracts  be  submitted  to  the  committee." 

This  step  should  have  a  tendency  to  bring  about 
some  uniformity,  and  will  certainly  lead  to  a  publication 
of  more  information  about  the  investment  trusts. 

Another  factor  that  has  helped  and  will  continue 

14.     Hanson,  H.  A.,  Boston  Transcript,  Sept.  12,  1929 


to  cause  information  to  be  available  is  the  requirement  for 


listing  on  the  exchanges.    Both  the  Boston  and  New  York 

Stock  Exchanges  require  certain  information  before  such 

securities  may  be  listed  for  trading.     The  New  York  Stock 

Exchange  listing  requirement  has  been  used  as  a  model  by 

nearly  all  others,  therefore,  a  citation  of  its  requirements 

will  give  ideal  knowledge  as  to  the  type  of  information 

that  will  be  available.     Among  other  things  the  committee 

on  listing  requires 

*1.     The  instrument  or  instruments  representing 
the  rights  of  the  holder  must  contain  a 
complete  recital  of  these  claims  

"2.    Proof  of  legality  of  issue  must  be  evinced 
by  opinion  of  counsel  as  to 
{a.)  organization 

(b)  validity  of  issue 

(c)  all  papers  covering  authorization  of 
issue 

(d)  certificate  of  public  authority 

(e)  certificate  of  registrar's  present 
registration 

"3.     That  the  committee  recommend  that  a  different 
trustee  be  appointed  by  each  indenture 

*4.     Certain  regulation  as  to  engraving  of  certificate 
so  as  to  prevent  counterfeit 

"5.     A  report  of  organization,  covering  character, 
original  organization,  merger,  character  of 
business,  subsequent  financial  history,  finan- 
cial status,  name  of  official  transfer  agents, 
etc."  15 

Only  a  small  percentage  of  the  investment  trust 
securities  are  listed  on  the  exchanges.     It  has  been  less 


15.     Largequist,  W.  E.  op.  cit,  p.  108 


15 


than  six  months  since  the  New  York  Stock  Exchange  ruled  on 
its  members  and  their  relationship  with  investment  trusts, 
and  it  is  too  early  to  see  any  immediate  "benefit.  However, 
action  in  the  right  direction  has  been  taken. 

Whether  or  not  there  is  enough  statistical  data 
available  is  a  conclusion  that  can  be  better  drawn  after 
compiling  the  restrictions  in  this  thesis. 

General  Public  Attitude 
Aside  from  the  fact  that  the  investment  trusts  have 
an  important  outlook  and  because  of  the  possibilities  of  com- 
piling statistical  'lata,  there  is  still  another  reason  why 
this  subject  has  been  selected.     It  has  been  already  stated 
that  the  war  and  its  resultant  effects  gave  birth  to  a  new 
army  of  investors.     These  people  have  assumed  a  definite  at- 
titude toward  this  new  medium  of  investing.     "The  principle 
of  the  investment  trust  is  so  essentially  sound  and  has  been 
so  well  exhibited  that  the  mere  title  has  been  sufficient  to 

call  forth  large  sums  of  money  to  the  support  of  various 
16 

i  ssues . rt 

With  the  masses  v/illing  to  take  almost  any  security 
that  bears  the  name  of  investment  trust  it  is  not  only  good 
that  some  measures  be  adhered  to  so  that  these  people  may  be 
protected,  but  rather  it  is  a  duty  and  an  injunction  upon  those 

16.     Walderman  de  Belle,  United  States  Investor,  April  1928. 
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who  can  discern  "between  the  sheep  and  the  goats  to  point  out 
the  way. 

(Confidence  That  Prevails) 
The  public  is  so  "well  sold1*  on  the  idea  of  the 
investment  trust  that  in  a  short  period  of  ten  years  6/10 
of  IjE  of  the  wealth  of  the  country  has  been  invested  in 
thera.    Upwards  of  ^1 ,500, 000  was  invested  in  investment 

17 

trusts  in  ,*merica  during  the  first  eight  months  of  1929. 
They  have  been  growing  at  a,  faster  rate  than  deposits  of 
any  savings  bank  or  assets  of  building  and  loan  associa- 
tions.    All  of  this  bespeaks  the  fact  that  the  public  has 
confidence  in  these  trusts. 

Should  this  confidence  be  sustained?    Y\o  one  will 
argue  against  the  statement  that  if  the  investment  trusts 
are  identified  with  public  interest  there  is  a  duty  that 
such  organizations  owe  to  the  public.     It  is  the  function 
of  the  State  to  see  that  the  rights  of  the  public  are  not 
placed  in  jeopardy. 

Little  or  no  objection  is  made  to  the  generally 
accepted  statement  that  the  --tate  is  justified  in  interfer- 
ing in  case  of 

1.     Public  defence  (in  time  of  war  this  justifies 
a  suspension  of  individual  action) 


17.     Sansill,  J.  S.,  Boston  Transcript,  Oct.  14,  1929. 


i 
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2.  Protection  of  person  or  property  (a  restraint  on 
liberty  as  a  part  of  the  protection  of  liberty) 

3.  Regulating  the  appropriation  of  goods  which  are 
not  private  property 

4.  Protection  of  individual  interests  because  of  ex- 
ternal circumstances  which  prevent  him  from  pro- 
tecting himself • 

18 

It  would  appear  from  the  data  given  under  item 
No.  4  that  the  State  should  be  concerned  in  the  matter  of 
investment  trusts.     Here  is  a  case  where  the  proper  informa- 
tion is  not  available  in  order  that  the  individual  may  act 
for  himself.     Still  an  abundance  of  confidence  exists,  and 
for  the  good  of  those  who  believe  in  them  the  confidence 
thus  lent  should  be  sustained. 

It  is  hoped  that  the  conclusion  that  will  be  drawn 
from  this  study  v/ill  show  whether  or  not  the  restrictions 
now  governing  investment  trusts  are  adequate  and  sufficient 
to  safeguard  the  public,    which  has  unhesitatingly  supported 
the  investment  trusts. 

RESUME'   07  INVESTMENT  TRUST  FIELD 
What  an  Investment  Trust  Is 
Discussion  of  the  Term 
With  such  an  unprecedented  and  phenomenal  growth 
it  is  not  unnatural  that  there  should  have  grown  up  along 
side  of  the  investment  trusts  certain  undesirable  organiza- 


18.     Clarke,  J.  M. ,  Social  Control  of  Business,  p.  171- 


18 


tions.     The  name  investment  trust  had  the  power  of  a  magic 
wand,  hence,  all  kinds  and  types  of  organizations  naturally 
came  into  "being  under  the  name  of  investment  trust,  from  con- 
servative trusts  to  blind  pools.     It  would  not,  in  the  light 
of  this  knowedge,  be  amiss  to  define  our  term,  investment  trust. 

What  an  Investment  Trust  is  Hot 

So  many  organizations  have  paraded  under  its  title 
that  to  clear  one's  mind  and  point  out  what  an  investment 
trust  is  not  will  make  it  possible  to  more  fully  appreciate 
the  real  definition. 

The  investment  trust  is  not  a  holding  company.  A 
holding  company  is  usually  an  organization  founded  chiefly 
for  the  purpose  of  owning  the  securities  of  a  corporation  it 
desires  to  control.     **It  is  a  favorite  device  for  concentrat- 
ing control  of  large  properties  in  the  hands  of  a  comparative- 
ly few  persons  with  a  minimum  of  capital  and  a  maximum  of 
19 

liabili ties.1*        Quite  obviously  the  purpose  of  the  holding 
company  is  to  obtain  a  control  of  competing  concerns  so  as 
to  eliminate  competition,  to  the  end  that  greater  uniformity 
may  be  obtained  and  net  profits  increased. 

The  investment  trust  is  not  a  promotion,  construction 
or  financing  company.     In  the  field  of  finance  there  are  cer- 
tain individuals  who  often  act  as  promotors.     They  do  not  have 
the  capital  to  loan  to  the  needy  corporations,  neither  do  they 
desire  the  capital  for  their  own  needs.     They  bring  together 


19*     Mumm,  G.  G. ,  Encyclopedia  of  Banker  &  finance,  p.  337. 
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those  two  individuals  that  need  to  know  one  another — the  man 
wanting  or  needing  the  capital  and  the  man  who  can  lend  the 
capital.     "A  promoter  is  one  who  often  makes  it  his  occupa- 
tion to  hunt  up  corporations  which  desire  to  issue  securities, 

20 

and  "bring  such  securities  to  the  attention  of  some  banker." 

There  are  times  v/hen  such  a  function  is  carried  on 

21 

by  a  construction  company.        Such  a  corporation  may  construct 
a  steam  railroad  or  other  piece  of  public  work,  turn  the  com- 
pleted property  over  to  a  new  corporation,  and  receive  in  ex- 
change the  securities  of  the  new  corporation.    Where  such  a 
corporation  has  completed  three  or  four  propositions  and  its 
assets  consist  primarily  of  securities,  it  may  resemble  an 
investment  trust.     Here  it  is  obvious  that  the  securities 
held  are  only  incidental  to  the  main  object,  which  is  that 
of  promoting  certain  public  or  private  activities.  Its 
profit  will  be  largely  drawn  from  the  "spread'1  between  the 
cost  of  construction  and  the  sale  of  the  completed  property. 

The  similarity  that  exists  between  financing  com- 
panies ^.nd  investment  trusts  often  lend  a  mistaken  idea  of 

22 

investment  trusts.        Points  of  similarity  and  difference  be- 
tween investment  trusts  and  financing,  holding  and  operating 
companies  may  be  summarized  as  follows.     "Each  employs  capital, 
derived  from  issue  of  its  own  shares  and/or  bonds,  and  invests 
the  proceeds  in  securities  of  other  enterprises  and  issuers.. . 

20.  Rollins,  M. ,  Money  &  Investments,  p.  315. 

21.  Bollins,  M. ,  op.  cit.,  p.  101. 

22.  Wright,  I.,  op.  cit.,  p.  537. 
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The  financing  or  holding  company,  on  the  other  hand,  invests 

as  a  general  policy  more  intensively  than  extensively,  assumes 

responsibilities  of  control,  management,  finance  or  direction 

23 

toward  subsidiary  or  associated  enterprises............"  An 

example  of  a  financing  company  is  seen  in  the  Commercial  Credit 
Company  of  Chicago.     This  company  discounts  receivables,  notes 
on  radios  or  automobiles,  or  any  other  form  of  liquid  collater- 
al.    Their  assets  are  primarily  negotiable  instruments  and  in 
this  respect  resemble  an  investment  trust.     It  is  evident, 
however,   that  these  instruments  of  credit  are  also  held  only 
incidental  to  the  main  purpose,   that  of  financing  purchases 
and  sales. 

Definition  of  an  Investment  Trust 
After  excluding  some  of  the  popular  misconceptions 
as  to  just  what  an  investment  trust  is,  the  definition  can  be 
best  appreciated  if  some  ideas  are  gathered  as  to  its  his- 
torical origin  and  development. 

(Origin) 

The  investment  trust  in  its  characteristic  form  is 

an  institution  mainly  of  British  origin.     It  is  essentially 

a  corporation,  the  business  of  which  consists  chiefly  of 

24 

judicious  investment  of  its  capital. 

It  is  said  that  the  birth  of  the  investment  trust 
was  due  primarily  to  the  wild  speculative  period  of  1825. 
The  English  government  had  reduced  the  amount  of  interest  on 

23.  Robinson,  L.  R. ,  Investment  Trust  Organization  & 
Management,  p.  15  &  16. 

24.  Speaker,  L.  M. ,  op.  cit.,  p.  8 
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its  outstanding  obligations.     On  two  or  three  occasions  cer- 
tain government  obligations  were  called  and  refunded  by  obli- 
gations netting  a  smaller  yield.     In  1822  the  *Navy  five  per- 
cents'*  were  converted  into  an  issue  bearing  four  percent. 
Investors,  finding  their  income  reduced  as  much  as  twenty  to 
twenty-five  percent.,  naturally  abandoned  the  government's 
issues  and  sought  other  securities.     This  resulted  in  a  mad 
orgy  of  speculation,  with  a  resultant  loss  on  the  part  of 
the  middle  class.     The  wealthy  class  had  funds  and  the  in- 
tellectual ability  to  seek  out  good  investments,  and  it  was 
largely  through  the  altruistic  activities  of  some  of  this 
class  that  the  investment  trust  was  brought  into  being.  It 
was  hoped  that  through  this  medium  the  risk  of  speculation 
might  be  removed. 

Some  early  investment  trusts  were  started  by  canny 
Scotch  lawyers  to  avoid  splitting  up  estates.     Often  original 
investment  trusts  were  founded  by  individuals  of  experience 

or  special  training  to  handle  the  pooled  investment  funds  of 
25 

friends . 

(Development) 
The  first  British  investment  trust  to  seek  public 
participation  was  said  to  be  in  1863.     In  1890  there  were  55. 
From  then  on  the  growth  was  gradual  up  to  the  time  of  the 

25.     Fowler,  J.  F. ,  Jr.,  American  Investment  Trust. 
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World  War.     The  World  War  brought  about  a  liquidation  of 
investment  trusts  in  Great  Britain.     Here  in  ^jnerica,  as 
was  stated  above,  it  was  just  3,fter  the  war  that  the  invest- 
ment trusts  began  to  expand. 

There  is  practically  little  or  no  difference  in  the 
fundamental  principles  of  the  British  and  American  investment 
trusts.     The  British  investment  trust  has  been  defined  as  an 
agency  which  combines  the  funds  of  numerous  participants  and 
invests  such  funds  in  a  diversified  list  of  securities,  with 

the  object  cf  attaining  safety  of  principal  through  distri- 
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bution  of  risk.        Objectively  the  trust  is  investing  not  to 
gain  control  but  rather  to  obtain  an  investment  position. 
Put  in  another  way,  the  chief  characteristics  of  the  British 
investment  trust  are: 

1.  *It  raises  capital  by  issuing  shares,  which  are 
subsequently  split  into  certain  ratios  of  pre- 
ferred and  common  stock."     (In  some  instances 
bonds,  primarily  debenture  types,  are  issued.) 

2.  "It  invests  the  funds  so  obtained  over  a  wide 
diversification  of  holdings,  in  order  that  the 
law  of  average  may  operate  in  protecting  the 
portfolio. " 

3.  "It  avoids  controlling  interests  and  so  shapes 
its  investment  policies  as  to  evade  any  direct 
or  managerial  responsibility,  etc." 

4.  "It  undertakes  continuous  supervision  of  invest- 
ment funds.* 
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Robinson,  L.  R.,  op.  cit..  p.  7 
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5,     "It  endeavors  to  obtain  for  its  shareholders  a 
return  considerably  in  excess  of  that  ordinarily 
received  on  investments..  *  (This  is  accom- 
plished through: 

(a)  The  favorably  average  interest 
and  dividend  yield  due  to  careful 
selection 

(b)  Managerial  alertness 

(c)  Difference  between  cost  of  capital 
borrowed  through  debentures,  etc. 
and  actual  earning  of  this  rein- 
vested money 

(d)  Consistent  accumulation  of  reserve 
and  surplus) 

The  American  form  of  investment  trust  is  basically 
the  same  as  that  just  defined,     it  has,  however,  developed 
certain  new  features  which  cannot  be  found  in  the  British 
type.     This  tendency  to  add  new,  attractive  and  different 
features  has  removed  the  possibility  of  having  the  uniformity 
among  the  American  investment  trusts  that  is  so  outstanding 
among  the  British. 

One  uniform  practice  among  the  British  type  is  the 

capital  structure.    Usually  the  capital  is  divided  into  three 

kinds,  bond  issue,  preferred  shares,  and  ordinary  shares. 

The  tabulation  below  summarizes  the  ratios  of  three  types  of 

securities  that  were  found  among  fifty  investment  trusts  in 
28 

England. 

Type  of  Security  Capitalization  Ratio 

of  Average  Trust  Percentage 

Bond  issue  54c, 120  39.26 

Preferred  shares  415 s 060  29.86 

Ordinary  shares  428,440  30.85 


27.  Robinson,  L,  R.,  op.   ^it.,  p.  8. 

28.  Speaker,  L.  M. ,  op.   cit.,  p.  36. 
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Such  a  uniformity  in  capitalization  ratios  could 
not  "be  found  among  the  American  investment  trusts.     Of  the 
total  number  of  235  investment  trusts  in  the  United  States 
as  of  March  1929,  44  were  technically  "trusts'*  and  191  were 
corporations*     ("Trusts*  refers  to  contractual  type.  See 
summarized  tabulation,  page  59).     It  is  evident  that  the 
Americans  have  utilized  not  only  the  British  Plan,  that  is 
having  a  corporation,  the  chief  factor  of  which  is  to  in- 
vest funds,  "but  also  the  trust  in  its  literal  sense.  A 
detailed  discussion  of  this  difference  will  be  presented 
later. 

Any  definition  that  will  cover  the  activities  of 
the  investment  trusts  must  not  only  be  exclusive,  so  as  to 
rule  out  such  agencies  as  holding  companies,  finance  companies, 
etc.,  but  it  must  also  be  inclusive,  so  as  to  include  the  many 
features  that  they  embrace.    No  one  trust  may  contain  all  the 
features  that  are  given  in  the  definition.     However,  it  may 
be  said  that  "an  investment  trust...,  is  an  agency •••♦by 

which  the  combined  funds... .of  different  participants  

are  placed  in  securities  shov/ing  a  distribution  of  risk 

.....such  as  to  introduce  the  "law  of  average*  in  protection 

of  the  principal,  "  and  which  aims  solely  at  the 

safe,  reasonable  and  profitable  employment  of  the  subscribed 
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funds,  while  definitely  avoiding  any  or  all  of  those 

responsibilities  of  control,  management,  finance,  direction 

or  special  interests  which  are  sometimes  tied  up  with  in- 
29 

vestments. 

The  agency  as  exemplified  in  the  investment  trust 
may  be  undertaken  in  the  form  of  a  corporation,  a  technica.1 
trust,  or  a  contractual  trust,  formed  by  and  through  in- 
strumentalities such  as  an  indenture  of  trust.     The  capital 
of  such  an  agency  may  be  merely  the  equity  of  the  shareholder, 
or  money  may  be  borrowed  from  debenture  note  holders,  or 
through  other  forms  of  fixed  and  interest  bearing  securities. 

Sometimes  such  funds  are  gathered  from  limited 
sources,  and  in  other  cases  the  securities  are  sold  world- 
wide.    The  proceeds  of  the  sales  of  securities  of  the  trust 
may  be  placed  in  certain  specified  fixed  securities,  or  the 
kind  and  amount  of  securities  purchased  may  be  left  to  the 
discretion  of  the  management.     The  diversification  may  be 
so  limited  as  to  exclude  all  but  a  single  industry  or  so  in- 
clusive as  to  include  any  industry  in  any  part  of  the  world. 

Fundamentally  the  quest  of  the  investment  trust  is 
to  so  place  its  funds  as  to  insure  as  high  a  rate  of  yield  as 
is  consistent  with  reasonable  risk,  to  so  diversify  its  hold- 
ings to  the  end  that  the  principal  may  be  safe  and  the  income 

29.     Robinson,  L.  R.,   op.  cit.,  p.  13. 
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consistent,  reasonable  and  promising.     In  other  words,  its 
main  object  is  to  invest. 

The  investment  trust  differs  from  a  holding  com- 
pany in  that  the  holding  company,  though  its  chief  assets 
are  securities,  is  seeking  control,  whereas  the  investment 
trust  does  not  aim  at  or  attempt  to  get  control  of  any  cor- 
poration or  industry. 

The  investment  trust  is  not  interested  in  financ- 
ing any  particular  corporation  or  group  of  corporations, 
while  the  promotion  or  construction  company^  chief  attempt 
is  to  cause  the  said  organization  to  come  forth  and  live. 

Kinds  of  Investment  Trusts 
The  investment  trusts  may  be  broadly  classified 
under  two  general  hearings,  contractual  and  statutory.  The 
chart  as  submitted  on  page  27  gives  a  comprehensive  outline 
of  the  classification  of  investment  trusts. 

Contractual  Type 
The  contractual  type  of  investment  trust  is  unlike 
its  parent,  the  British  investment  trust.     This  may  be  called 
the  American  type  as  it  was  brought  into  being  to  fit  the 
needs  of  this  country.     "In  this  form,  as  distinguished  from 
the  British  type,  securities  are  deposited  with  a  trust  com- 
pany and  participating  certificates  are  issued  against  them. 
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The  participating  certificates  are,  in  reality,  warehouse 
30 

receipts . n 

The  investment  trust  managers  tell  an  interesting 
story  as  to  the  causes  which  brought  to  life  the  Investment 
Trust  Fund  A,  a  contractual  type  of  investment  trust. 

Some  time  ago  an  investigation  was  made  and  studies 
undertaken  to  answer  the  simple  question,   "What  is  the  best 
form  of  investment?"    Forgetting  all  traditions  and  theories 
the  investigation  began  with  a  clean  slate,     -in  examination 
of  statistics  revealed  the  fact  that  high  grade  bonds  and 
mortgages  suffered  through  the  fluctuation  of  the  purchasing 
power  of  the  dollar.     The  evidence  gathered  revealed  the 
fact  that  over  a  period  the  investments  in  diversified  com- 
mon stocks  held  were  more  profitable  than  similar  investments 
in  high  grade  bonds  of  the  same  period  (1866-1900).     This  dis- 
closed the  need  for  a  supervision  of  investments  upon  a  pro- 
fessional basis.     To  be  sure  there  was  already  in  existence 
the  British  investment  trust  type.     They  had  been  successful, 
having  served  their  purpose  well.     Could  they  fit  this  need? 

"British  investment  trust  companies  were  for  the 
most  part  organized  in  days  of  "cheap  money"  which  preceded 
the  war,  and  most  of  them  have  their  debenture  stocks  placed 

30.     Fowler,  J.  F.,  Jr.,  The  United  States  Investor, 
April  28,  1926. 
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at        and  some  even  at  so  low  a  rate  as 

The  ordinary  common  stock  holders  received  very- 
reasonable  return  on  their  money,  but  did  so  at  the  expense 
of  holders  of  low  yield  debentures. 

The  usual  structure  of  the  British  investment  trusts 
provides  for 

1.  Debentures  or  Debenture  Stock 

2.  Preference  Shares 

3.  Ordinary  Shares 

corresponding  to  what  we  would  call 

1.  Collateral  Trust  Bonds  or  Debentures 

2.  Preferred  Stock 

3.  Common  Stock 

each  class  having  some  interest  adverse  to  those  of  the  other 
class . 

The  disadvantage  of  this  type  is  that  it  has  primarily 
the  management  point  of  view.     Therefore,  the  Investment  Manage- 
ment decided  to  take  the  advantages  of  the  British  type,  elimi- 
nating those  undesirable,  and  organized  the  Investment  Trust 
31 

Fund  A. 

The  Investment  Managers  Company  contends  that  it  has 
the  investors*  point  of  view  in  mind  and  that  their  investors' 
interests  can  best  be  served  under  the  contractual  form,  in 
v/hich  the  management's  interest  is  paid  for  by  a  specific 
charge.     The  assets  of  the  contractual  type  are  in  the  cus- 
todianship of  a  trustee  for  the  benefit  of  the  holders  of  the 
investment  trust  certificates. 


31.     Smith,  E.  L.,   Investment  Trust  Fund  A.,  p.  1-10. 
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(Contract  or  Indenture) 

There  are  three  parties  to  the  contractual  type-- 
the  organizer  or  creator,  the  trustee,  and  the  certificate 
holder.     These  organizations  are  "brought  into  being  some- 
what on  this  order.    An  individual,  partnership  or  a  corpora- 
tion, as  in  the  case  of  the  Investment  Management  Company, 
creates  the  trust  and  negotiates  an  agreement  or  indenture 
with  a  trust  company  to  act  as  trustee.     This  contract  sets 
forth  the  restrictions  governing  the  action  and  privileges 
of  all  three  parties  to  the  agreement. 

The  person  or  corporation  organizing  the  trust  is 
usually  called  the  depositor,  whose  function  it  is  to  Invest 
and  reinvest  the  funds  of  the  trust.     It  is  very  important 
that  this  party  to  the  agreement  be  of  the  highest  calibre. 
The  extent  and  limitation  of  the  depositor  are  clearly  set 
forth  in  the  indenture.     However,  the  duties  include  such  ac- 
tivities as  selling  certificates  and  keeping  records  pertain- 
ing to  the  trust. 

One  of  the  advantages  of  a  trust  is  that  the  watch- 
ful eye  of  the  trustee  is  there  to  see  that  the  terms  of  the 
indenture  are  lived  up  to.     This  party,  the  second  part  to 
the  contract  has  the  function  just  mentioned  and  also  must 
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receive  and  deliver  securities  on  the  order  of  the  depositors. 

The  Empire  Trust  Company  of  Uew  York  City  has  more 
contractual  trust  accounts  than  any  other  trust  company. 

Certificate  holders  are  the  third  parties  to  the 
indenture  agreement.     They  are  in  reality  for  all  intents 
and  purposes  the  owners  of  the  securities  that  are  held  "by 
the  trustees,  who  are  the  custodians.     The  trust  usually 
issues  only  one  type  of  certificate,     -tjonds  are  seldom,  if 
ever,  known  in  this  type  of  trust. 

As  stated,  the  certificate  holders  are  in  reality 
the  owners  of  the  securities  Lield  "by  the  trustee,  and  in 
many  instances  may  surrender  their  certificates  for  the 
securities  that  they  represent. 

The  bearer  of  certificates  representing  a  ^  unit 
(500  shares)  or  any  multiple  thereof  may,  at  any  time,  sur- 
render  them  to  the  trustee  and  receive  in  exchange  the  cor- 
responding •$  unit  of  the  deposited  stock  together  with  the 
applicable  reserve  fund  and  accumulated  dividend. 

Contractual  trust  certificates  are  usually  marketed 
upon  a  price  basis  a  little  above  the  actual  value  of  the 
securities  that  they  represent.     This  "spread"  is  often  the 
fee  that  the  depositors  receive  for  their  duties.     The  certi- 
ficate holder  usually  has  no  voice  in  the  management  of  the 
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trust . 

(Unit  Series) 
Under  the  contractual  type  classification  will  be 
noted  a  further  subdivision,  the  "unit  series"  type.  The 
indenture  of  the  "unit  series"  type  specifies  that  the  trust 
shall  be  composed  of  certain  identical  units.    Each  certifi- 
cate represents  a  proportional  share  in  one  unit  and  not  an 
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interest  in  the  net  assets  of  the  trust*        Up  to  1924  60, 
of  the  contractual  trusts  adopted  the  unit  form. 

The  "unit  series"  type  includes  the  fixed  as  well 
as  the  supervised  trust.     The  "north  American  Trust  Shares  is 
an  example  of  the  fixed  type.     A  circular  describing  this 
trust  will  be  found  on  page  33,     The  securities  of  the  fixed 
trust  cannot  be  changed  during  the  life  of  the  indenture,  but 
under  the  supervised  type  the  depositors  are  given  the  right, 
subject  to  certain  specified  conditions;   to  change  the  under- 
lying security  units  held  by  the  trustees. 

(Fund  Type) 

The  fund  type,  a  subdivision  of  the  contractual  trust, 
is  operated  on  just  the  reverse  principle  of  the  "unit  series" 
type.     While  the  securities  of  the  "unit  series"  type  are  is- 
sued against  certain  specific  designated  securities,  the  cer- 

32.     Fowler,  F.  J.,  Jr.,  American  Investment  Trust. 


W.  A.  Nash  &  Company 

INVESTMENT  SECURITIES 

TELEPHONE  HANCOCK  0900 


HIGH  GRADE  BONDS 

ZSSSEE  27  STATE  STREET 

INVESTMENT  TRUSTS  RflOTnM  IUaCC 

BANK  AND  INSURANCE  STOCKS 


Most  Circulars 

Go  Into  the 

Waste  Basket 

but — 


NO  careful  investor  abreast  of  the 
times  can  fail  to  read  this 
one  cover  to  cover  without  the 
risk  of  overlooking  an  oppor- 
tunity to  definitely  insure  the 
safety  of  his  money. 


We  consider  this  one  of  the  clearest,  most  concise  and 
complete  presentations  of  a  vital  subject. 

Give  it  more  than  the  usual  thought  and  you  will  find  it  well 
worth  your  while. 

W.  A.  Nash  &  Company 


North  American  Trust  Shares 


Rated    "A"    by    Moody's    Investors  Service 
Dated — January,  1929  Due — December,  1953 

Guaranty  Trust  Company  of  New  York,  Trustee 


What  North  American  Trust  North  American  Trust  Shares  are  certificates  of  ownership  in  a  group  of  Common 
Shares  Are  stocks  so  selected  and  diversified  as  to  form  a  well  balanced  investment,  deposited 

with  and  held  for  the  benefit  of  the  shareholders  by  the  Guaranty  Trust  Company 
of  New  York,  as  trustee,  under  a  carefully  devised  trust  agreement. 

The  Trust  Agreement  creating  North  American  Trust  Shares  was  drawn  by  Messrs.  Hughes,  Schurman  6?  Dwight. 

The  Guaranty  Trust  Company  collects  all  regular  and  cash  dividends  and  converts  all  stock  dividends,  rights, 
and  split-ups  into  cash  and  distributes  the  total  return  from  the  Common  stocks  to  the  shareholders  on  June  30th  and 
December  31st  of  each  year. 

The  trustee  holds  a  reserve  in  cash  equal  to  one  year's  dividends  at  about  6%  on  the  selling  price  of  the  shares 
so  as  to  assure  regular  dividends  at  the  rate  of  at  least  this  amount,  even  though  the  dividends  on  the  Common  stocks 
held  should  be  paid  at  periods  that  would  not  conform  to  the  dividend  periods  of  the  trust  shares,  and  to  assure  a  regular 
and  steady  return  of  about  6%  on  the  investment. 

Holders  of  North  American  Trust  Shares  receive  every  six  months  in  cash  all  the  earnings  from  whatever  source 
paid  by  the  companies  whose  Common  stocks  the  trustee  holds. 

How  They      North  American  Trust  Shares  are  issued  by  the  Guaranty  Trust  Company  in  blocks  of  2,000  shares 
Are  Issued      on^  wnen  there  has  been  deposited  with  them  as  trustee  a  unit  of  4  shares  each  of  the  following  28 
Common  stocks  plus  accumulated  dividends  on  said  shares,  together  with  a  cash  deposit  of  $1,200.00. 

Each  North  American  Trust  Share  represents  a  1/2000  ownership  in  the  following  group  of  Common  stocks  held 
by  the  trustee  plus  a  1/2000  interest  in  the  accumulated  dividends  and  the  $1,200.00  cash  reserve  fund. 


No.  of  Moody's 
Shares                                       Company  Rating 

No.  of  Moody's 
Shares                                       Company  Rating 

Railroads 

4    Atchison,  Topeka  and  Santa  Fe 

Railway  Company  (The)  Aa 
4    Canadian  Pacific  Railway  Company  A 
4    Illinois  Central  Railroad  Company  A 
4    Louisville  &  Nashville  Railroad  Company  Aa 
4    New  York  Central  Railroad  Company 

(The)  A 
4    Pennsylvania  Railroad  Company  (The)  A 
4    Southern  Pacific  Company  A 
4    Union  Pacific  Railroad  Company  A 

Oils 

4    Royal  Dutch  Company  (New  York  Shares)  A 
4    Standard  Oil  Company  of  California  A 
4    Standard  Oil  Company  (New  Jersey)  Aa 
4    Standard  Oil  Company  of  New  York  Aa 
4    Texas  Corporation  (The)  A 

Industrials 

4    American  Radiator  &  Standard  Sanitary 

Corp.  Baa 
4    American  Tobacco  Company  (The) 

(Class  B)  A 
4    du  Pont  (E.  I.)  de  Nemours  &  Company  A 
4    Eastman  Kodak  Company  of  New  Jersey  A 
4    General  Electric  Company  Aa 
4    Ingersoll-Rand  Company  A 
4    National  Biscuit  Company  Aa 
4    Otis  Elevator  Company  A 
4    United  Fruit  Company  A 
4     United  States  Steel  Corporation  A 
4    Weslinghouse  Electric  &  Manufacturing 

Company  A 
4    Woolworth  (F.  W.)  Company  A 

Utilities 

4    American  Telephone  and  Telegraph 

Company  Aa 
4    Consolidated  Gas  Company  of  New  York  A 
4    Western  Union  Telegraph  Company  (The)  A 

North  American  Trust  Shares  are  rated  "A"  by  Moody's  Investors  Service. 


Safety    North  American  Trust  Shares  is  a  fixed  trust,  and  therefore  not  subject  to  possible  errors  in  judgment  by  the 
management. 

As  evidence  of  the  safety  of  this  trust,  the  following  facts  speak  for  themselves: 

(1)  Trustee — Guaranty  Trust  Company  of  New  York,  who  signs  every  share. 

(2)  Average  age  of  the  companies  whose  stocks  are  held  by  the  trust — 55  years. 

(3)  Average  years  of  unbroken  dividends — 32  years. 

(4)  Diversified  geographically  and  industrially. 

(5)  Improvement  in  any  industry  in  any  section  of  the  United  States  will  almost  immediately  be  reflected 
in  the  earnings  of  some  of  the  companies  whose  shares  are  held  by  this  trust. 

(6)  The  successful  executives  and  boards  of  directors  of  28  of  the  world's  most  successful  corporations 
manage  the  companies  whose  securities  are  owned  by  this  trust. 

Yield      The  accumulated  earnings  of  the  North  American  Trust  Shares  for  the  dividend  period  ended  June  30th,  1929, 
were  at  the  rate  of  over  12%  per  annum  on  the  offering  price.  This  large  return  has  been  made  possible  by  the 
high  earnings  paid  by  the  companies  whose  stocks  are  owned  by  this  trust,  and  includes  regular  and  extra  cash  dividends, 
rights,  stock  dividends  and  proceeds  from  the  sale  of  extra  shares  from  split'ups. 

Marketability      A  firm  bid  market  is  maintained  at  all  times  for  North  American  Trust  Shares  at  one-half  a  point  below 
current  offering  prices.  This  market  is  maintained  by  all  authorized  dealers  and  general  distributors 
and  is  published  in  the  daily  newspapers  under  the  head  of  Investment  Trusts. 

The  Guaranty  Trust  Company  as  trustee  is  also  authorized  to  repurchase  trust  shares  in  any  amount  as  provided 
for  in  the  trust  agreement. 

North  American  Trust  Shares  have  excellent  collateral  value. 

How  Sold    North  American  Trust  Shares  are  sold  in  coupon  certificate  form  in  denominations  of  10,  25,  50,  100,  250. 

500,  1000,  2000  and  10,000  shares.  Coupons  call  for  30c  per  share  payable  June  30th  and  December  31st 
of  each  year.  Interest  coupons  should  be  deposited  in  your  bank  for  collection  as  with  a  check  or  bond  coupons.  When 
depositing  coupons,  owner  signs  his  name  and  address  on  the  back  of  each  coupon  and  also  receives  at  the  same  time  from 
the  Guaranty  Trust  Company  as  trustee  any  amount  in  excess  of  30c  per  share  which  the  Trust  Shares  may  have  earned  in 
the  preceding  six  months  period. 

Who  Should  Anyone  who  wants  to  own  a  share  in  a  cross  section  of  the  best  in  American  corporate  industry  and 
g  to  receive  an  interest  in  the  prosperity  and  growth  of  the  United  States  should  own  North  American 

Trust  Shares.  It  is  difficult  to  conceive  how  any  section  or  any  industry  in  the  United  States  as  a  whole 
can  be  prosperous  without  each  shareholder  of  North  American  Trust  Shares  reaping  direct  or  indirect  benefit. 

Investors  who  wish  at  all  times  safety  of  principal  and  to  receive  all  earnings  from  their  investment  should  buy  North 
American  Trust  Shares. 

These  shares  should  appeal  particularly  to  investors  well  along  in  years  who  are  less  interested  in  increasing  the 
amount  of  their  capital  than  in  enjoying  to  the  full  the  earnings  from  their  principal. 

Those  investors  who  wish  to  increase  their  capital  have  only  to  take  the  large  earnings  made  by  the  North  American 
Trust  Shares  and  reinvest  the  same  in  additional  shares.  In  this  way  they  at  all  times  have  a  well  balanced  and  well  diver- 
sified  investment. 

Large  investors,  trustees,  and  estates  have  invested  in  North  American  Trust  Shares  in  blocks  of  $20,000  to  $250,000 
and  over.  The  trust  service  fee  has  been  found  to  be  lower  than  the  cost  of  creating  and  maintaining  a  private  trust  of  similar 
character,  and  tax  problems  are  greatly  simplified. 


Advantages  of  North  There  are  many  advantages  in  owning  North  American  Trust  Shares  over  owning  the 

American  Trust  Shares       individual  stock  of  the  different  companies  whose  stock  constitutes  this  trust,  among 

which  are  the  following: 

(1)  You  receive  your  dividends  regularly  twice  a  year  at  stated  times  and  in  sufficiently  large  amounts  to 
be  useful. 

(2)  You  are  relieved  of  all  bother  in  the  detail  work  of  converting  rights,  stock  dividends,  split'ups,  etc., 
into  cash. 

(3)  Your  investment  is  well  balanced  by  diversification  geographically  and  industrially. 

(4)  You  have  a  negotiable  security  and  one  having  good  collateral  value. 

(5)  You  have  only  one  state  to  consider  in  income  and  inheritance  tax. 

The  Past  as  a  Guide  As  the  North  American  Trust  was  only  organized  and  instituted  in  January,  1929,  it  has 
To  the  Future  no  ^on§  Past  recor<^  °^  earnings  to  quote.    The  companies  whose  stocks  are  owned  by  the 

North  American  Trust  Shares  are  some  of  the  oldest  and  largest  corporations  whose  stocks 
are  listed  on  the  New  York  Stock  Exchange.    A  history  of  their  past  records  would  be  in  order. 

Assuming  for  the  sake  of  a  checkup  that  the  North  American  Trust  Shares  has  been  organized  and  in  existence  in 
January,  1911,  and  that  an  investor  had  purchased  a  whole  unit  at  that  time,  this  is  what  would  have  happened: 

A  complete  unit  of  2000  North  American  Trust  Shares  purchased  in  1911  on  the  same  basis  they  are  sold  today 
would  have  cost  the  investor  about  $20,750.00.  Had  the  investor  been  satisfied  to  take  and  use  6%  interest  on  his  invest' 
ment  and  reinvest  the  earnings  over  and  above  6%  in  buying  additional  shares  at  the  bid  price  at  each  dividend  period,  he 
would  have  owned  in  January,  1929,  $122,450.00  of  North  American  Trust  Shares  in  addition  to  receiving  6%  on  his 
entire  investment  every  six  months  from  the  beginning. 

Had  an  investor  purchased  a  complete  unit  of  2000  North  American  Trust  Shares  in  1911  at  $20,750.00  and  rein' 
vested  semiannually  his  entire  return,  his  investment  would  have  grown  to  $224,540.00  by  January,  1929,  or  an  appre- 
ciation^of  982%. 

On  the  other  hand,  had  the  investor  purchased  a  complete  unit  of  2000  North  American  Trust  Shares  in  1911  for 
$20,750.00  and  taken  out  and  spent  his  entire  earnings,  he  would  have  averaged  a  return  equal  to  11.93%  yearly  on  his 
original  investment  during  the  18'year  period  mentioned. 

General     North  American  Trust  Shares  constitute  a  composite  investment  in  28  of  the  world's  greatest  corporations 
with  features  that  are  more  advantageous  to  the  investor  than  direct  ownership  of  the  deposited  stocks — 
safer — more  convenient — more  desirable  in  many  ways. 

"If  there  were  a  conservatively  managed  Investment  Trust  representing  every  major  industry  of  the  United  States 
and  every  geographical  section,  possessing  some  magic  power  to  minimize  its  own  managerial  expenses,  we  should  all  begin 
to  buy  into  that  Investment  Trust  almost  at  once,  in  order  to  own  a  share  in  the  future  of  America." — Moody's  Investors 
Service,  June  28,  1928. 

North  American  Trust  Shares  are  rated  "A"  by  Moody's. 

We  recommend  JSfcrth  American  Trust  Shares  as  a  safe  investment  promising  steady  return,  marketability,  probability  of 
growth  in  value,  and  better  than  the  average  yield  on  the  money  invested. 

PRICE  AND  ADDITIONAL  INFORMATION  ON  REQUEST 
W.  A.  NASH  &  COMPANY 

INVESTMENT  SECURITIES 

27  STATE  STREET,  BOSTON,  MASS. 
TELEPHONE  HANCOCK  0900 


THE  STATEMENTS  CONTAINED   HEREIN  ARE  BASED  UPON   INFORMATION  RECEIVED  FROM  OFFICIAL  OR  OTHER  RELIABLE  SOURCES 
AND  WHILE   NOT  GUARANTEED,  ARE   BELIEVED  BY  US  TO  BE  ACCURATE 
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tificates  of  the  fund  type  are  issued  against  either  cash 
and/or  the  equivalent  in  current  cost  value  of  the  securi- 
ties of  a  character  in  general  conforming  to  the  terms  of 
the  indenture. 

Statutory  Type 

The  statutory  type  is  by  far  the  more  popular  type 
of  investment  trust.     It  is  a  legal  entity,  and  is  represented 
by  a  corporation.     There  are  cases,  however,  where  the  Massa- 
chusetts Trust  or  Common  Law  Trust  form  is  used. 

The  investing  public  is  already  familiar  with  cor- 
porate types  of  enterprises.  The  preponderance  of  corporate  is- 
sues in  stock  exchanges,  together  with  their  negotiability, 
make  it  easy  to  promote  this  kind  of  organization. 

(Formation ) 

These  corporations  are  formed  in  the  same  manner  as 
ordinary  corporations.     Exhibit  I.  on  page  3b  is  a  copy  of  a 
Certificate  of  Incorporation. 

It  is  quite  obvious  that  the  investment  trust  cor- 
poration is  a  corporation  differing  from  ordinary  corporations 
only  in  the  respect  that  the  assets  of  other  corporations 
represent  goods  and  equipment  and  the  assets  of  the  trust 
are  stocks  and  bonds. 


Certificate  of  Incorporation 
Spencer  Trask  Fund,  Inc. 


We,  the  undersigned,  being  all  of  the  original  subscribers  to  the 
capital  stock  hereinafter  named,  do  hereby  associate  to  establish  a 
corporation  for  the  transaction  of  the  business  and  the  promotion  and 
conduct  of  the  objects  and  purposes  hereinafter  stated,  under  the 
provisions  of  and  subject  to  the  requirements  of  the  laws  of  the  State 
of  Delaware  (particularly  an  act  entitled  "An  Act  providing  a  General 
Corporation  Law,"  approved  March  10,  1899,  and  the  acts  amenda- 
tory thereof  and  supplemental  thereto,  and  known  as  the  "General 
Corporation  Law  of  the  State  of  Delaware"),  do  respectively  agree  to 
take  the  number  of  shares  hereinafter  set  forth  and  do  make,  record 
and  file  this  Certificate  of  Incorporation  in  writing  and  hereby  certify 
as  follows,  to  wit: 

First:  The  name  of  this  Corporation  is 

Spencer  Trask  Fund,  Inc. 

(hereinafter  referred  to  as  the  "Corporation"). 

Second:  The  respective  names  of  the  county  and  of  the  city  within 
the  county  in  which  the  principal  office  and  place  of  business  of  the 
Corporation  is  to  be  located  in  the  State  of  Delaware  are  the  County 
of  Kent  and  City  of  Dover.  The  name  of  the  resident  agent  of  the 
Corporation  in  charge  thereof  upon  whom  legal  process  against  the 
Corporation  may  be  served  is  United  States  Corporation  Company. 
The  street  and  number  of  said  principal  office  and  place  of  business 
and  the  address  by  street  and  number  of  said  resident  agent  is 
Number  19-21  Dover  Green  in  said  City  of  Dover. 

Third:  The  nature  of  the  business,  or  objects  or  purposes  to  be 
transacted,  promoted  or  carried  on  by  the  Corporation,  are  as  fol- 
lows: 

To  subscribe  for,  purchase,  acquire,  exchange,  hold,  pledge,  hy- 
pothecate, dispose  of,  avail  of,  buy,  sell,  underwrite,  handle  on 
commission  or  otherwise  deal  in  or  with  all  forms  of  full  or  partly 
paid  securities  (which  term  "securities"  shall  without  limitation  of 
the  generality  thereof  be  deemed  to  include  any  shares,  stocks,  notes, 
bonds,  debentures,  obligations,  warrants,  scrip,  rights,  certificates, 
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receipts  or  other 'instruments  representing  rights  to  receive,  purchase 
or  subscribe  for  the  same  or  representing  any  other  rights  or  interests 
therein,  or  in  any  property  or  assets)  in,  of  or  made,  created,  or  issued 
by  any  corporations,  companies,  associations,  partnerships,  trusts, 
syndicates,  individuals,  governments,  states,  municipalities  and  other 
political  divisions  or  subdivisions  thereof  or  by  any  organizations  or 
entities  whatsoever,  irrespective  of  their  form  or  the  name  by  which 
they  may  be  described,  and  whether  or  not  they  be  domestic  or 
foreign  with  respect  to  the  State  of  Delaware  or  the  United  States 
and  whether  or  not  the  purposes  or  powers  of  or  character  of  business 
carried  on,  or  the  assets  held  by  them,  or  the  assets  comprised  in  such 
property,  be  similar  to  the  purposes  or  powers  of  or  business  carried 
on  or  the  assets  held  by  the  Corporation  and  whether  or  not  any 
contingent  or  other  liability  against  the  Corporation  may  arise  or 
exist  in  respect  of  the  doing  of  any  of  the  foregoing  things;  to  acquire 
and  become  interested  in  any  such  securities  as  aforesaid  by  issuing 
in  exchange  or  in  payment  therefor  in  any  lawful  manner  its  own 
stock  or  securities  or  to  make  payment  therefor  by  any  lawful  means; 
to  exercise  while  the  holder  or  owner  of  any  of  the  securities  above 
referred  to  all  the  rights,  powers  and  privileges  appertaining  to  the 
holding  or  ownership  thereof  to  the  same  extent  that  an  individual 
might  or  could  do. 

To  conduct  researches  and  investigations  in  respect  of  securities, 
organizations,  businesses  and  general  business  conditions,  in  the 
United  States  and  elsewhere,  to  secure  information  pertinent  to  the 
investment  and  employment  of  the  assets  and  funds  of  the  Corpora- 
tion and  of  others,  to  furnish  investment  advice,  to  manage  invest- 
ment funds  for  others,  to  procure  any  or  all  of  the  foregoing  to  be 
done  by  others  as  independent  contractors,  and  to  pay  compensation 
therefor. 

To  the  extent  now  or  hereafter  permitted  by  law,  to  lend  money, 
funds  or  credit,  on  demand,  on  call  or  on  time,  whether  secured  or 
unsecured,  to  any  corporations,  companies,  associations,  partnerships, 
trusts,  syndicates,  individuals,  governments,  states,  municipalities 
and  other  political  divisions  or  subdivisions  thereof. 

To  aid  by  loan,  credit,  subsidy,  the  assumption  of  liabilities,  or  in 
any  other  manner  those  issuing,  creating  or  responsible  for  any  such 
securities  above  referred  to,  and  to  do  all  acts  and  things  designed  to 
protect,  improve  or  enhance  the  value  of  any  such  securities;  to  make 
any  guaranty  respecting  stocks,  dividends,  securities,  indebtedness, 
interest,  contracts  or  other  obligations  so  far  as  the  same  may  be 
permitted  to  or  done  by  a  corporation  organized  under  the  laws  of  the 
State  of  Delaware. 
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To  borrow  money,  funds  or  credit  and  otherwise  contract  indebted- 
ness for  the  general  purposes  of  the  Corporation  and  to  draw,  make, 
accept,  endorse,  execute  and  issue  promissory  notes,  drafts,  bills  of  ex- 
change, warrants,  bonds,  debentures  or  other  negotiable  or  non- 
negotiable  instruments,  evidences  of  indebtedness  or  obligations  and, 
if  desired,  to  secure  the  same  and  the  interest  thereon  by  mortgage  of, 
conveyance  of,  deed  of  trust  of,  pledge  of  or  through  lien  upon  proper- 
ty, franchises,  rights  and  privileges  of  every  kind  or  nature,  or  any 
part  thereof,  then  owned  or  thereafter  acquired  by  the  Corporation ;  to 
confer  upon  the  holders  of  bonds,  debentures  or  obligations  of  the 
Corporation,  secured  or  unsecured,  and  either  before  or  after  the 
issuance  thereof,  the  right  to  convert  the  same  into  stock  of  the 
Corporation  upon  such  terms  and  conditions  as  may  be  deemed 
advisable. 

To  conduct  business  in  the  State  of  Delaware,  other  states,  terri- 
tories, districts  and  colonies  of  the  United  States  of  America  and  in 
foreign  countries;  to  have  one  or  more  offices  outside  of  the  State  of 
Delaware. 

To  issue,  purchase,  acquire,  exchange,  hold,  pledge,  hypothecate, 
avail  of,  buy,  sell  and  otherwise  dispose  of  for  money,  property  or 
other  consideration  being  useful  for  the  purposes  of  the  Corporation, 
certificates  entitling  the  holders  thereof  to  an  interest  in  all  or  any 
part  of  the  securities  from  time  to  time  held  by  the  Corporation; 
to  permit  the  holder  of  any  bonds,  debentures  or  obligations  of  the 
Corporation  to  share  in  the  income  of  securities,  held  by  or  to  be 
acquired  by  the  Corporation,  in  lieu  of  or  in  addition  to  a  fixed  rate 
on  their  investment. 

To  acquire,  hold,  dispose  of,  transfer,  reissue  or  cancel  its  own 
securities  (including  shares  of  its  capital  stock  of  any  class)  in  any 
manner  and  to  any  extent  now  or  hereafter  permitted  by  the  laws  of 
Delaware  and  by  this  Certificate  of  Incorporation,  provided  that 
shares  of  its  own  capital  stock  belonging  to  the  Corporation  shall  not 
be  voted  upon  directly  or  indirectly. 

To  purchase,  take  on  lease  or  in  exchange,  hire,  or  otherwise  ac- 
quire, hold,  own,  possess,  equip,  improve,  develop,  deal  in,  sell,  con- 
vey, assign,  mortgage,  pledge  or  otherwise  encumber  any  and  all 
goods,  wares,  merchandise,  commodities  and  other  property,  real, 
personal  and  mixed  of  every  kind  and  description,  and  rights, 
estates,  interests,  franchises,  licenses  and  privileges  in  such  property, 
real,  personal  or  mixed,  wheresoever  situated  or  located. 

To  apply  for,  acquire,  register,  use  and  hold,  sell,  assign  or  other- 
wise dispose  of,  either  absolutely  or  by  way  of  lease,  mortgage, 
pledge  or  license,  to  grant  licenses  in  respect  of  and  otherwise  turn  to 
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account,  any  letters  patent  of  the  United  States  or  of  any  foreign 
country,  or  pending  applications  therefor,  and  any  inventions,  im- 
provements, devices,  trade  secrets,  formulae,  processes,  trade  marks, 
trade  names,  brands,  labels,  copyrights  and  privileges  and  any  right, 
title  or  interest  therein,  that  may  relate  to  or  be  useful  in  connection 
with  any  business  which  the  Corporation  is  authorized  to  carry  on. 

To  sell,  assign,  transfer,  convey,  lease  or  exchange  all  or  substan- 
tially all  of  its  property  and  assets,  including  its  good  will  and  its 
corporate  franchises,  upon  such  terms  and  conditions  and  for  such 
consideration,  which  may  be  in  whole  or  in  part  stock  or  shares  in, 
and  /or  other  securities  of,  any  one  or  more  corporations,  companies, 
associations,  trusts  or  entities,  as  its  Board  of  Directors  shall  deem 
expedient  and  for  the  best  interests  of  the  Corporation,  when  and  as 
authorized  by  the  affirmative  vote  of  the  holders  of  a  majority  of  the 
stock  issued  and  outstanding  having  voting  power  given  at  a  stock- 
holders' meeting  duly  called  for  that  purpose,  or  when  authorized  by 
the  written  consent  of  the  holders  of  a  majority  of  the  voting  stock 
issued  and  outstanding. 

To  enter  into,  make,  perform  and  carry  out  or  cancel  and  rescind 
contracts  for  any  lawful  purposes  pertaining  to  its  business  with  any 
person,  firm,  association,  trust,  company,  corporation,  or  entity  or 
governmental,  municipal  or  public  authority,  domestic  or  foreign,  and 
to  carry  out  any  one  or  more  of  the  objects  or  purposes  of  the  Cor- 
poration as  principal,  factor,  agent,  trustee  or  otherwise,  and  either 
alone  or  with  associates. 

To  engage  in  any  mercantile,  manufacturing,  mining,  commercial 
or  trading  business  of  any  kind  or  character  whatsoever,  within  or 
without  the  State  of  Delaware,  and  to  do  all  things  incidental  to  any 
such  business;  to  cause  to  be  formed,  merged,  reorganized  or  liqui- 
dated, and  to  promote,  take  charge  of  and  aid  in  any  way  permitted 
by  law  the  formation,  merger,  reorganization  or  liquidation  of  any 
firm,  association,  trust,  company,  corporation^  syndicate  or  entity  in 
the  United  States  or  abroad. 

The  foregoing  clauses  shall  be  construed  as  powers  as  well  as 
objects  and  purposes.  The  enumeration  herein  of  specific  objects, 
purposes  and  powers  shall  not  be  held  to  limit  or  restrict  in  any  way 
the  general  objects,  purposes  and  powers  of  the  Corporation.  The 
matters  specified  in  any  clause  shall,  except  where  otherwise  expressed, 
be  in  no  wise  limited  or  restricted  by  reference  to  or  inference  from, 
the  terms  of  any  other  clause  of  this  or  any  other  Article  of  this 
Certificate  of  Incorporation,  but  the  objects,  purposes  and  powers 
specified  in  each  of  the  clauses  of  this  Article  shall  be  regarded  as 
independent  objects,  purposes  and  powers. 
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The  Corporation  shall  be  authorized  to  exercise  and  enjoy  all  other 
powers,  rights  and  privileges  granted  by  an  Act  of  the  General 
Assembly  of  the  State  of  Delaware  entitled  "An  Act  providing  a 
General  Corporation  Law",  approved  March  10,  1899,  to  corpora- 
tions of  this  character  and  all  the  powers  conferred  upon  such 
corporations  by  the  laws  of  Delaware,  as  in  force  from  time  to  time, 
so  far  as  not  in  conflict  herewith,  or  which  may  be  conferred  by  all 
acts  heretofore  or  hereafter  amendatory  of  or  supplemental  to  said 
Act  or  said  laws,  and  the  enumeration  of  certain  powers  as  herein 
specified  is  not  intended  as  exclusive  of,  or  as  a  waiver  of,  any  of  the 
powers,  rights  or  privileges  granted  or  conferred  by  said  Act  or  said 
laws  now  or  hereafter  in  force;  provided,  however,  that  the  Corpora- 
tion shall  not  in  any  state,  territory,  district,  possession  or  country 
carry  on  any  business,  or  exercise  any  powers,  which  under  the  laws 
thereof  a  corporation  of  the  State  of  Delaware  could  not  carry  on  or 
exercise. 

Fourth:  The  total  number  of  shares  that  may  be  issued  by  the 
Corporation  is  two  million  (2,000,000),  all  of  which  are  to  be  without 
par  value  and  of  one  class. 

The  amount  of  capital  stock  with  which  the  Corporation  will 
commence  business  is  ten  (10)  shares  without  par  value. 

At  all  stockholders'  meetings  each  stockholder  shall  have  one  vote 
for  each  share  of  stock  held  by  him. 

Fifth:  The  names  and  places  of  residence  of  each  of  the  original 
subscribers  to  the  capital  stock  and  the  number  of  shares  subscribed 
for  by  each  are  as  follows: 

Place  of  Number  of 

Residence  Shares 
Greenwich,  Conn.  4 
New  York  City,  N.  Y.  3 
Orange,  N.  J.  3 


Names 
William  V.  C.  Ruxton 
Percival  Gilbert 
Henry  S.  Allen 


Sixth:  The  Corporation  is  to  have  perpetual  existence. 

Seventh:  The  private  property  of  the  stockholders  shall  not  be 
subject  to  the  payment  of  corporate  debts  to  any  extent  whatever. 

Eichth:  The  following  provisions  not  contrary  to  the  laws  of  the 
State  of  Delaware  are  hereby  established  for  the  regulation  or  man- 
agement of  the  business  and  for  the  conduct  of  the  affairs  of  the  Cor- 
poration, and  for  creating,  defining,  limiting  and  regulating  the 
powers  of  the  Corporation,  the  directors  and  the  stockholders,  or 
any  class  of  the  stockholders: 
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(1)  Anything  herein  contained  to  the  contrary  notwithstanding, 
the  Corporation  may  borrow  money,  funds  or  credit  only  provided 
that  the  total  outstanding  amount  borrowed,  plus  that  proposed  to  be 
borrowed,  shall  not  exceed  the  current  market  or  other  fair  value,  as 
determined  by  the  Board  of  Directors,  of  the  total  net  assets  of  the 
Corporation.  In  computing  the  total  net  assets  of  the  Corporation  for 
this  purpose  there  shall  be  included  among  the  assets  of  the  Corpora- 
tion the  proceeds  of  such  proposed  borrowing  and  there  shall  be  de- 
ducted from  such  assets  (a)  all  liabilities  fixed  in  amount  (other  than 
capital  stock  and  surplus)  on  which  the  Corporation  is  primarily  liable 
together  with  interest,  if  any,  accrued  thereon  to  the  date  of  such  pro- 
posed borrowing;  (i)  such  reserves  as  the  Board  of  Directors  in  its 
uncontrolled  discretion  shall  establish  against  unrealized  losses  and 
against  liabilities  on  which  the  Corporation  is  or  may  be  contingently 
or  secondarily  liable  or  which  shall  not  then  have  become  due  or  have 
been  fixed  in  amount;  and  (c)  the  amount  that  is  proposed  to  be 
borrowed. 

(2)  The  number  of  directors  of  the  Corporation  shall  be  as  fixed 
from  time  to  time  by  the  by-laws  or  by  the  stockholders  pursuant  to 
the  by-laws  but  shall  be  not  less  than  three.  Directors  need  not  be 
stockholders.  Elections  of  Directors  need  not  be  by  ballot.  None  of 
the  directors  need  be  a  resident  of  the  State  of  Delaware. 

(3)  In  furtherance,  and  not  in  limitation  of  the  powers  conferred 
by  statute,  the  Board  of  Directors  is  expressly  authorized,  subject  to 
the  provisions  of  this  Certificate  of  Incorporation,  from  time  to  time, 
(a)  to  make,  alter,  amend  and  rescind  the  by-laws  of  this  Corporation, 
but  any  by-laws  made  by  the  Board  of  Directors  may  be  altered, 
amended  or  rescinded  by  the  stockholders  at  any  annual  meeting  or 
any  special  meeting  provided  that,  if  such  action  be  taken  at  a  special 
meeting,  notice  of  such  proposed  alteration,  amendment  or  rescission 
is  included  in  the  notice  of  such  special  meeting;  (t)  to  issue  from  time 
to  time  for  such  consideration  as  may  be  fixed  from  time  to  time  by 
the  Board  of  Directors  the  shares  of  capital  stock  of  the  Corporation, 
now  or  hereafter  authorized,  whether  with  or  without  nominal  or  par 
value  and  whether  common  or  preferred  or  special,  and  any  and  all 
such  shares  so  issued,  the  full  consideration  for  which,  as  fixed  by  said 
Board,  has  been  paid  or  delivered,  shall  be  deemed  full  paid  stock  and 
not  liable  to  any  further  call  or  assessment  thereon,  and  the  holder  of 
such  shares  shall  not  be  liable  for  any  further  payments  in  respect 
thereof;  (c)  to  fix  and  determine  by  resolution  what  part  or  portion  of 
the  consideration  received  by  the  Corporation  for  any  of  the  shares  of 
its  capital  stock  which  it  shall  issue  from  time  to  time,  shall  be  and 
constitute  capital  and  what  part  or  portion  paid-in  surplus,  but  the 
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Board  of  Directors  shall  not  declare  and  pay  any  dividend  from  such 
paid-in  surplus  without  the  consent  of  the  holders  of  a  majority  of  the 
outstanding  shares  of  stock,  given  in  writing  or  at  an  annual  or  special 
meeting  of  stockholders,  the  noticeof  which  shall  specify  the  proposed 
declaration  and  payment  of  such  dividend  as  one  of  the  objects  of  the 
meeting;  (d)  to  purchase  and  to  cause  to  be  purchased  shares  of  the 
capital  stock  of  the  Corporation,  upon  tender  thereof  by  the  holder 
or  holders  thereof  or  otherwise,  provided  the  Corporation  has  assets 
legally  available  for  such  purpose  whether  arising  out  of  paid-in 
surplus,  other  surplus,  net  profits  or  otherwise,  and  to  purchase  or 
acquire  bonds  or  other  obligations  of  the  Corporation,  to  such  extent 
and  in  such  manner  and  upon  such  terms  as  the  Board  of  Directors 
shall  deem  expedient,  and  to  pay  for  such  shares,  bonds  or  other 
obligations  in  cash,  securities,  obligations,  evidences  of  indebted- 
ness and  /  or  choses  in  action  then  held  or  owned  by  the  Corporation; 
(e)  to  determine  what  constitutes  annual  or  other  net  profits  and  net 
assets  in  excess  of  capital,  from  time  to  time  to  fix  and  vary  the 
amount  to  be  reserved  as  working  capital,  to  set  apart  out  of  any 
funds  of  the  Corporation  such  reserve  or  reserves  in  such  amount  or 
amounts  and  for  such  proper  purpose  or  purposes  as  it  shall  determine 
and  to  abolish  any  such  reserve  or  any  part  thereof,  and,  subject  to 
the  provisions  hereof,  to  determine  what  amounts  of  cash,  stock  or 
property  shall  be  declared  as  dividends;  (/)  to  determine  whether  and 
to  what  extent,  and  at  what  times  and  places,  and  under  what  con- 
ditions and  regulations,  the  records,  documents,  accounts  and  books 
of  the  Corporation  (other  than  the  stock  ledger),  or  any  of  them,  shall 
be  open  to  the  inspection  of  the  stockholders;  and  no  stockholder  shall 
have  any  right  of  inspecting  any  record,  document,  account  or  book  of 
the  Corporation  except  as  conferred  by  statute  or  authorized  by  the 
Board  of  Directors,  or  by  a  resolution  of  the  stockholders;  and  (g)  by 
resolution  or  resolutions,  passed  by  a  majority  of  the  whole  Board  of 
Directors,  to  designate  one  or  more  committees,  each  committee  to 
consist  of  two  or  more  of  the  directors  of  the  Corporation,  which,  to 
the  extent  provided  in  said  resolution  or  resolutions  or  in  the  by-laws 
of  the  Corporation,  shall  have  and  may  exercise  the  powers  of  the 
Board  of  Directors  in  the  management  of  the  business  and  affairs  of 
the  Corporation,  and  may  have  power  to  authorize  the  seal  of  the  Cor- 
poration to  be  affixed  to  all  papers  which  may  require  it.  Whenever 
herein  it  is  provided  that  any  action  may  be  taken  or  omitted  by  the 
Board  of  Directors  the  term  "Board  of  Directors"  shall  be  deemed  to 
mean  the  Board  of  Directors  or  any  duly  authorized  committee 
thereof  designated  as  herein  provided. 

(4)  The  stockholders  and  Board  of  Directors  may  hold  meetings 
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either  within  or  outside  of  the  State  of  Delaware,  and  the  Corporation 
may  have  one  or  more  offices  within  or  outside  of  the  State  of  Dela- 
ware in  addition  to  the  principal  office  in  Delaware  and  may,  except 
as  otherwise  required  by  law,  keep  its  accounts,  books,  records  and 
documents  and  carry  on  its  business  outside  of  the  State  of  Delaware 
at  such  places  as  may  be  from  time  to  time  designated  by  the  Board 
of  Directors. 

(5)  In  addition  to  the  powers  and  authorities  hereinbefore  or  by 
statute  expressly  conferred  upon  it,  the  Board  of  Directors  may 
exercise  all  such  powers  and  do  all  such  acts  and  things  as  may  be 
exercised  or  done  by  the  Corporation,  subject,  nevertheless,  to  the 
express  provisions  of  the  laws  of  Delaware,  of  this  Certificate  of 
Incorporation,  and  of  the  by-laws  of  the  Corporation. 

(6)  Upon  a  sale  or  exchange  of  all  or  substantially  all  of  the  property 
and  assets,  including  the  good  will,  of  the  Corporation,  being  voted 
or  authorized,  such  vote  or  authorization  or  a  subsequent  vote  or 
authorization  may,  in  the  event  of  or  in  contemplation  of  proceedings 
for  the  dissolution  of  the  Corporation,  also  provide,  subject  to  the 
rights  of  creditors  and  of  the  holders  of  any  stock  of  the  Corporation, 
other  than  common  stock  at  the  time  outstanding,  for  the  distribution 
pro  rata  among  the  common  stockholders  of  the  Corporation,  of  the 
proceeds  of  any  such  sale  or  exchange,  whether  such  proceeds  be  in 
cash,  securities  or  in  other  property. 

(7)  The  Corporation  may  have  as  custodian  or  custodians  one  or 
more  trust  companies  or  national  banks  of  good  standing  each  having 
a  capital,  surplus  and  undivided  profits  of  not  less  than  two  million 
dollars  ($2,000,000)  and  the  securities  held  by  the  Corporation  may 
be  kept  in  the  custody  of  one  or  more  such  custodians.  The 
Corporation  may  also  have  such  transfer  agents  and  registrars  for  its 
stock,  bonds  and  other  securities  as  the  Board  of  Directors  shall  from 
time  to  time  determine.  The  Board  of  Directors  may  employ  and 
fix  the  powers,  rights,  duties,  responsibilities,  privileges,  immunities 
and  compensation  and  provide  for  the  resignation  and  removal 
of  each  such  custodian,  transfer  agent  and  registrar  and  the 
appointment  of  successors. 

(8)  (a)  All  shares  issued  by  the  Corporation  within  thirty  (30) 
days  after  its  organization  shall  be  considered  as  the  initial  issue  of 
shares  by  it.  Capital  stock  (including  stock  acquired  by  the  Corpora- 
tion and  held  in  its  treasury)  shall  not  be  issued  and  /or  sold  by  the 
Corporation  subsequent  to  the  initial  issue  of  shares  by  it  (unless  such 
stock  be  distributed  or  offered  for  sale  pro  rata  to  all  holders  of 
outstanding  capital  stock)  at  less  than  the  following  minimum  issue 
and  /  or  selling  price  per  share  as  from  time  to  time  determined  by  the 
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Board  of  Directors  as  of  any  time  during  the  full  business  day  next 
preceding  the  issue  thereof,  viz.:  an  amount  equal  to  the  value  of  the 
net  assets  of  the  Corporation  (without  deducting  therefrom  capital 
stock  and  surplus)  as  determined  by  the  Board  of  Directors,  treating 
among  the  liabilities  the  estimated  accrued  expense  of  management 
or  supervision,  divided  by  the  number  of  shares  of  capital  .  tock  then 
outstanding,  plus  any  commission  paid  or  payable  in  respect  of  the 
sale  of  any  such  share  in  the  event  that  it  is  proposed  to  pay  a  com- 
mission for  the  sale  thereof. 

(t)  No  shares  of  capital  stock  of  the  Corporation  shall  be  purchased 
by  the  Corporation  at  a  price  in  excess  of  the  following  maximum 
purchase  price  per  share  as  from  time  to  time  determined  by  the 
Board  of  Directors,  viz.:  an  amount  equal  to  ninety-nine  per  cent. 
(99%)  °f  the  minimum  issue  and  /or  selling  price  per  share  as  of  the 
close  of  business  on  the  full  business  day  next  following  such  date  of 
purchase  (were  shares  to  be  issued  and  /or  sold  pursuant  to  the  pro- 
visions of  paragraph  (a)  of  this  subdivision  (8)  and  the  issue  and  /or 
selling  price  therefor  to  be  determined  as  of  the  close  of  business  on 
such  day),  but  without  including  therein  any  commission  paid  or  pay- 
able in  respect  of  the  issue  and  /or  sale  of  any  such  share.  Payment 
for  each  such  share  so  purchased  may  be  made  by  the  Corporation  at 
any  time  within  sixty  (60)  days  subsequent  to  the  date  of  such  pur- 
chase and  may  be  made  in  cash,  securities  and  /or  any  other  property 
to  the  extent  that  it  has  assets  legally  available  for  such  purpose 
whether  arising  out  of  paid-in  surplus,  other  surplus,  net  profits  or 
otherwise,  and  such  securities  and  /or  other  property  shall  be  valued 
as  of  the  close  of  business  on  the  full  business  day  next  following  the 
date  of  such  purchase. 

Nothing  herein  contained,  however,  shall  prevent  the  Corporation 
from  selling  or  disposing  of  its  shares  at  more  than  the  price  provided 
in  paragraph  («)of  this  subdivision  nor  from  purchasing  oracquiringits 
shares  at  less  than  the  price  provided  in  paragraph  (i)  of  this  subdivision. 

In  the  event  that  the  Corporation  shall  hereafter  issue  stock  or 
other  securities  having  priority  or  preference  over  the  2,000,000 
shares  of  stock  in  this  Certificate  of  Incorporation  expressly  author- 
ized to  be  issued,  so  that  such  last  mentioned  stock  becomes  in  effect 
common  stock,  then  in  determining  the  net  assets  of  the  Corporation, 
for  the  purpose  of  disposing  of  and  /or  acquiring  its  common  stock, 
the  stated  or  book  liability  in  respect  of  such  stock  or  other  securities 
having  a  priority  or  preference  shall  be  treated  among  the  liabilities, 
and  the  Board  of  Directors  is  also  authorized  to  set  aside  such  re- 
serves in  excess  of  such  stated  or  book  liability  in  respect  of  such  stock 
or  other  securities  as  it  shall  deem  proper. 
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(9)  The  Corporation  may  enter  into  contracts  or  transact  business 
with  one  or  more  of  its  directors,  officers  or  stockholders,  or  with  any- 
firm  of  which  one  or  more  of  its  directors,  officers  or  stockholders  are 
members,  or  with  any  corporation,  association,  trust,  company, 
organization  or  entity  in  which  any  one  or  more  of  its  directors, 
officers  or  stockholders  are  directors,  officers,  trustees,  shareholders, 
beneficiaries  or  stockholders,  or  otherwise  interested,  and  in  the  ab- 
sence of  fraud  such  contract  or  transaction  shall  not  be  invalidated  or 
in  anywise  affected  by  the  fact  that  such  directors,  officers  or  stock- 
holders of  the  Corporation  have  or  may  have  interests  which  are  or 
might  be  adverse  to  the  interests  of  the  Corporation,  even  though  the 
vote  or  action  of  the  directors,  officers  or  stockholders  having  such 
adverse  interests  may  have  been  necessary  to  obligate  the  Corpora- 
tion upon  such  contract  or  transaction.  At  any  meeting  of  the  Board 
of  Directors  of  the  Corporation  (or  any  duly  authorized  committee 
thereof)  which  shall  authorize  or  ratify  any  such  contract  or  trans- 
action, any  such  director  or  directors  may  vote  or  act  thereat  with 
like  force  and  effect  as  if  he  had  not  such  adverse  interest,  provided 
that  in  such  case  such  interest  shall  be  disclosed  or  shall  have  been 
known  to  the  Board  of  Directors  or  a  majority  thereof.  No  director 
or  officer  shall  be  disqualified  from  holding  office  as  director  or  officer 
of  the  Corporation  by  reason  of  any  such  adverse  interest.  In  the 
absence  of  fraud  no  director,  officer  or  stockholder  having  such 
adverse  interest  shall  be  liable  to  the  Corporation  or  to  any  stock- 
holder or  creditor  thereof,  or  to  any  other  person,  for  any  loss  incurred 
by  it  under  or  by  reason  of  such  contract  or  transaction,  nor  shall 
any  such  director,  officer  or  stockholder  be  accountable  for  any  gains 
or  profits  realized  thereon. 

Specifically,  but  without  limiting  the  foregoing,  the  Corporation 
may  enter  into  a  contract  or  contracts  for  the  management  or  super- 
vision of  its  affairs  by  the  firm  of  Spencer  Trask  &  Company,  in 
return  for  a  payment  to  said  firm,  consisting  of  an  amount  equal  to 
yi  of  1%  per  annum  upon  the  net  assets  of  the  Corporation  (payable 
at  the  rate  of  Vt  of  1%  quarterly)  together  with  an  amount  equal  to 
10%  of  the  net  profits  of  the  Corporation,  as  such  net  assets  and  net 
profits  may  be  determined  from  time  to  time  by  the  Board  of  Direc- 
tors, and  the  Corporation  may  transact  business  with  and  pay  com- 
missions to  the  firm  of  Spencer  Trask  &  Company,  even  though  its 
Board  of  Directors  may  be  composed  in  whole  or  in  part  of  members- 
of  that  firm,  and  officers  of  the  Corporation  may  be  members  or  em- 
ployees of  that  firm;  and  despite  the  existence  of  that  situation  the 
Corporation  and  said  firm  may  deal  freely  with  each  other.  In  the 
absence  of  fraud  no  contract  or  transaction  between  the  Corporation 
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and  said  firm  shall  be  invalidated  or  in  anywise  affected  thereby,  nor 
shall  any  director  or  officer  of  the  Corporation,  being  at  the  same 
time  a  member  or  employee  of  said  firm,  be  liable  to  the  Corporation 
or  to  any  stockholder  or  creditor  thereof,  or  to  any  other  person,  for 
any  loss  incurred  by  it  under  or  by  reason  of  any  such  contract  or 
transaction,  nor  shall  any  such  director  or  officer  be  accountable  for 
any  gains  or  profits  realized  thereon.  The  firm  of  Spencer  Trask  & 
Company,  herein  referred  to,  shall  include  the  firm  as  at  present 
constituted,  or  any  firm,  association  or  corporation  successor  to  said 
firm,  or  any  firm,  association  or  corporation  acquiring  substantially 
all  of  its  assets. 

Except  where  otherwise  provided  by  said  General  Corporation 
Law  of  the  State  of  Delaware,  as  from  time  to  time  amended,  any 
contract,  transaction  or  act  of  the  Corporation  or  of  its  Board  of 
Directors  which  shall  be  ratified  by  the  holders  of  a  majority  of  the 
stock  issued  and  outstanding  having  voting  power,  at  any  annual 
meeting  or  at  any  special  meeting  called  for  that  purpose,  shall  be  as 
valid  and  binding  as  though  ratified  by  every  stockholder  of  the  Cor- 
poration; provided,  however,  that  any  failure  of  the  stockholders  to 
approve  or  ratify  such  contract,  transaction  or  act,  when  and  if 
submitted,  shall  not  be  deemed  in  any  way  to  invalidate  the  same 
or  to  deprive  the  Corporation,  its  directors  or  officers  of  their  right 
to  proceed  with  such  contract,  transaction  or  action. 

The  Corporation  is  adopting  its  corporate  title  through  permission 
of  the  firm  of  Spencer  Trask  &  Company;  and  if  it  shall  enter  into 
any  contract  with  said  firm,  as  authorized  herein,  the  Corporation 
shall  make  appropriate  covenants  that  upon  the  termination  of  such 
contract  or  contracts,  or  violation  of  its  provisions  by  the  Corpora- 
tion it  will,  at  the  request  of  said  firm,  eliminate  all  reference  to 
"Spencer  Trask"  from  its  corporate  name  and  will  not  thereafter 
transact  business  in  a  corporate  name  using  the  word  "Spencer"  or 
"Trask",  in  any  form  or  combination  whatsoever,  or  otherwise  use 
the  word  "Spencer"  or  "Trask"  or  any  other  reference  to  said  firm. 
Such  covenants  on  the  part  of  the  Corporation  shall  be  binding  upon 
it,  its  directors,  officers,  stockholders,  creditors  and  all  other  persons 
claiming  under  or  through  it. 

Ninth:  No  holder  of  the  Corporation's  stock  or  of  its  securities 
convertible  into  stock  as  at  present  authorized  or  as  subsequently 
increased  or  classified,  shall  be  entitled  as  a  matter  of  right  to  pur- 
chase or  to  subscribe  for  any  stock  or  any  securities  convertible  into 
stock  subsequently  to  be  issued  by  the  Corporation,  whether  such 
stock  or  securities  so  to  be  issued  are  authorized  by  this  Certificate  of 
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Incorporation  and  unissued  or  represent  an  increase  subsequently 
authorized  and  whether  issued  for  money  or  a  consideration  other 
than  money;  and  the  Board  of  Directors  may  sell  or  otherwise  dispose 
of  such  unissued  or  newly  authorized  stock  or  securities  to  anyone 
whomsoever  and,  except  as  hereinbefore  specified,  upon  such  terms 
and  conditions  as  the  Board  in  its  uncontrolled  discretion  may  deem 
advisable  without  first  offering  the  then  holders  of  stock  or  other 
securities  of  the  Corporation  an  opportunity  to  purchase  or  to  sub- 
scribe for  the  same  or  any  thereof.  Every  holder  of  stock  or  of  con- 
vertible securities  of  the  Corporation  by  accepting  the  same  expressly 
and  irrevocably  waives  any  and  all  pre-emptive  or  other  right  to  be 
afforded  an  opportunity  to  make  any  such  purchase  or  subscripciun. 

Tenth:  The  Corporation  reserves  the  right  to  amend,  alter, 
change  or  repeal  any  provision  contained  in  this  Certificate  of  In- 
corporation, in  the  manner  now  or  hereafter  prescribed  by  statute, 
except  where  a  vote  of  a  larger  proportion  of  any  class  or  classes  of 
stock  is  required  by  this  Certificate  of  Incorporation  as  from  time  to 
time  amended,  and  all  rights  conferred  on  stockholders  herein  are 
granted  subject  to  this  reservation. 

In  Witness  Whereof,  We,  The  Undersigned,  have  hereunto 
set  our  hands  and  seals  this  16th  day  of  March,  1929. 


In  the  presence  of: 

S.  L.  ROSENBERRY 


William  V.  C.  Ruxton  (Seal) 
Percival  Gilbert  (Seal) 
Henry  S.  Allen  (Seal) 


State  of  New  York,  "I 
County  of  New  York,  j 

Be  it  Remembered,  that  on  this  16th  day  of  March,  A.  D.  1929, 
personally  came  before  me,  S.  L.  Rosenberry,  a  Notary  Public  for  the 
County  and  State  aforesaid,  William  V.  C.  Ruxton,  Percival  Gilbert 
and  Henry  S.  Allen,  parties  to  the  foregoing  Certificate  of  Incorpora- 
tion, known  to  me  personally  to  be  such,  and  severally  acknowledged 
the  said  Certificate  to  be  the  act  and  deed  of  the  signers  respectively 
and  that  the  facts  therein  stated  are  truly  set  forth. 

Given  under  my  hand  and  seal  of  office  the  day  and  year  aforesaid. 
[Notarial  Seal]  S.  L.  Rosenberry,  Notary  Public. 

New  York  County  Clerk's  No.  510 
New  York  Registers  No.  0-6A 
Commission  Expires  March  30,  1930 
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AGREEMENT,  made  this  19th  day  of  March,  1929,  between 
Spencer  Trask  Fund,  Inc.,  a  Delaware  corporation  (hereinafter 
called  the  "Corporation"),  and  Spencer  Trask  &  Company, 
a  limited  partnership  (hereinafter  called  the  "Firm"). 

Whereas,  the  Corporation  expects  to  invest  and  deal  in  stocks 
and  securities  of  all  kinds  and  to  engage  in  financial  transactions  and 
in  connection  therewith  desires  to  avail  itself  of  the  advice  and  super- 
vision of  the  Firm; 

Now,  Therefore,  in  consideration  of  the  mutual  covenants 
herein  contained  it  is  agreed  as  follows: 

1.  The  Corporation  shall  at  all  times  keep  the  Firm  informed  as 
to  the  securities  held  by  it,  the  funds  available  or  to  become  available 
for  investment  by  it  and  otherwise  as  to  the  condition  of  its  affairs. 
The  Firm  shall  furnish  to  the  Corporation  at  such  office  or  offices  as 
the  Corporation  may  designate  advice  and  recommendations  with 
respect  to  the  purchase  and  sale  of  securities,  the  making  of  commit- 
ments by  way  of  participation  in  syndicates  and  underwritings  or 
otherwise;  shall  place  at  the  disposal  of  the  Corporation  all  statistical 
information  and  data,  reasonably  required  by  the  Corporation,  and 
in  general  shall  superintend  the  Corporation's  affairs,  subject  to  the 
control  of  its  Board  of  Directors.  The  Firm  shall  for  all  purposes 
herein  be  deemed  to  be  independent  contractors  and  shall,  unless 
otherwise  provided,  have  no  authority  to  act  for  or  represent  the 
Corporation  in  any  way  or  otherwise  be  deemed  agents  of  the 
Corporation. 

2.  The  Firm  shall  at  its  expense  furnish  the  Corporation  space 
for  an  office  or  offices  at  such  place  or  places  as  the  Corporation  may 
reasonably  select  and  with  ordinary  clerical  and  bookkeeping  services 
at  such  office  or  offices. 

The  Corporation  shall  assume  and  pay  all  other  expenses  incurred 
by  it  including,  but  not  by  way  of  limitation,  officers'  salaries,  direc- 
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tors'  fees,  charges  for  services  of  counsel,  independent  auditors, 
custodians,  transfer  agents  and  registrars  and  all  taxes  and  corporate 
fees  payable  to  federal,  state  and  other  governmental  agencies  and 
all  charges  for  insurance  premiums,  interest,  brokers'  fees  and  com- 
missions and  costs  of  selling  shares  of  the  Corporation  and  maintain- 
ing the  Corporation,  provided  that  no  officer  or  director  of  the  Cor- 
poration, who  is  at  the  same  time  a  member  or  employee  of  the  Firm, 
shall  receive  from  the  Corporation  a  salary  as  such  officer  or  fees  as 
such  director. 

3.  The  Corporation  shall  pay  the  Firm  for  the  services  to  be  ren- 
dered under  Article  1  hereof  and  expenses  to  be  borne  by  the  firm 
under  Article  2  hereof,  the  following: 

(a)  An  amount  equal  to  one-half  of  1%  per  annum  upon  the  net 
assets  of  the  Corporation  payable  at  the  rate  of  one-eighth  of  1% 
quarterly  (as  of  the  last  day  of  March,  June,  September  and  Decem- 
ber in  each  year)  on  the  average  net  assets  for  the  quarter  as  determined 
by  the  Board  of  Directors  of  the  Corporation.  "Average  net  assets"  as 
used  in  this  subdivision  shall  be  deemed  to  mean  the  average  value  of 
the  net  assets  of  the  Corporation  taken  as  of  the  close  of  the  last  full 
business  day  of  each  week  during  the  quarter. 

"Net  assets"  of  the  Corporation  as  used  in  this  Agreement  shall 
be  deemed  to  mean  and  include,  as  of  any  date  when  such  net  assets 
are  determined,  all  assets  of  the  Corporation  after  deducting  there- 
from (a)  all  liabilities  fixed  in  amount  on  which  it  is  primarily  liable, 
with  interest,  if  any,  accrued  to  said  date,  and  (i)  such  reserves  as  the 
Board  of  Directors,  or  a  duly  authorized  committee  thereof,  in  its 
uncontrolled  discretion  shall  establish  against  unrealized  losses  and 
against  liabilities  on  which  the  Corporation  is  or  may  be  contingently 
or  secondarily  liable  or  which  shall  not  then  have  become  due  or  have 
been  fixed  in  amount,  or  which  it  may  otherwise  establish  in  accord- 
ance with  sound  accounting  practice;  provided  that  in  determining 
net  assets  the  capital  stock  and  surplus  of  the  Corporation  shall  not 
be  treated  as  liabilities. 

together  with 

{b)  An  amount  equal  to  ten  (10)  per  cent,  of  the  net  profits  of  the 
Corporation  determined  as  follows:  "Net  profits"  for  the  purposes 
of  this  Article  shall  be  deemed  to  mean  only  those  profits  actually 
realized  by  the  Corporation,  after  deducting  all  accrued  expenses  of 
every  character  including  taxes,  the  amounts  payable  under  sub- 
division (a)  of  this  Article  and  such  reserves  as  the  Board  of  Directors_, 
or  a  duly  authorized  committee  thereof,  in  its  uncontrolled  discretion 
may  establish;  and  for  the  purpose  of  determining  such  net  profits  the 
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Corporation  shall  inventory  its  assets  upon  a  basis  of  cost  or  market 
whichever  is  lower,  and  in  the  case  of  assets  having  no  readily 
ascertainable  market  value,  then  at  not  more  than  cost  or  fair  value 
as  determined  by  the  Board  of  Directors  (or  a  duly  authorized 
Committee  thereof),  whichever  is  lower.  Said  net  profits  shall  be 
determined  quarterly  (as  of  the  last  day  of  March,  June,  September 
and  December  in  each  year). 

If  in  any  quarter  there  snail  be  no  net  profits  but  instead  a  net  loss 
then,  for  the  purpose  of  determining  the  compensation  of  the  Firm 
under  subdivision  (i)  of  this  Article,  no  net  profits  shall  be  deemed 
to  have  been  made  by  the  Corporation  until  such  loss  shall  have  been 
absorbed  out  of  profits  subsequent  to  the  quarter  or  quarters  in  which 
such  net  loss  shall  have  occurred. 

The  amounts  due  the  Firm  under  subdivisions  (a)  and  (i)  of  this 
Article  shall  be  paid  within  thirty  (30)  days  after  they  shall  have 
respectively  been  determined. 

In  the  event  that,  either  by  reason  of  the  commencement  or 
termination  of  this  Agreement  on  a  date  other  than  the  last  day  of 
March,  June,  September  or  December,  the  first  or  last  period  in- 
volved be  less  than  one-quarter  of  a  year,  the  compensation  due  the 
Firm  under  this  Article  shall  be  determined  pro  rata  according  to 
the  period  involved. 

4.  The  Corporation  hereby  employs  the  Firm  as  its  exclusive  agent 
to  sell  the  capital  stock  and  securities  of  the  Corporation,  both  the 
stock  originally  authorized  as  well  as  any  increased  stock  and  securi- 
ties which  may  be  authorized  and  issued  while  this  Agreement  re- 
mains in  force,  and,  in  addition  thereto  any  shares  of  stock  or  securities 
from  time  to  time  acquired  by  and  held  by  the  Corporation  in  its 
treasury  and  which  it  may  desire  to  sell,  and  the  Firm  undertakes  to 
use  its  best  efforts  to  sell  the  same.  All  shares  issued  by  the  Corpora- 
tion within  thirty  (30)  days  after  its  organization  shall  be  considered 
as  the  initial  issue  of  shares  by  it  and  said  initial  issue,  consisting  of 
at  least  125,000  shares  shall  not  be  sold  to  the  public  at  less  than 
$42.00  per  share  in  respect  of  which  sale  the  Firm  shall  receive  a 
commission  of  $2.00  per  share. 

Capital  stock  (including  stock  acquired  by  the  Corporation  and 
held  in  its  treasury)  shall  not  be  issued  and  /  or  sold  by  the  Corpora- 
tion subsequent  to  the  initial  issue  of  shares  by  it  (unless  such  stock 
be  distributed  or  offered  for  sale  pro  rata  to  all  holders  of  outstanding 
capital  stock)  at  less  than  the  following  minimum  issue  and  /or  selling 
price  per  share  as  from  time  to  time  determined  by  or  under  the 
direction  of  the  Board  of  Directors,  or  a  duly  authorized  Committee 
thereof,  as  of  any  time  during  the  full  business  day  next  preceding 
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the  issue  thereof,  viz.:  an  amount  equal  to  the  value  of  the  net  assets 
of  the  Corporation  as  determined  by  said  Board  or  such  committee 
thereof,  treating  among  the  liabilities  the  estimated  accrued  expense 
for  services  provided  for  in  subdivisions  (a)  and  (i)  of  Article  3 
hereof,  divided  by  the  number  of  shares  of  capital  stock  then  out- 
standing, plus  the  amount  of  the  commission  to  the  Firm  as  next 
hereinafter  provided.  In  respect  of  such  sale  the  Firm  shall  receive 
a  commission  of  5%  on  the  sale  price  to  the  public  in  respect  of  all 
shares  sold  to  the  public.  The  selling  price  to  the  public  and  the 
commissions  (which  shall  be  reasonable)  to  be  paid  to  the  Firm  in 
respect  of  the  sale  of  such  other  classes  of  stock  or  other  securities, 
if  any,  as  may  from  time  to  time  be  authorized  by  the  Corporation, 
shall  be  as  agreed  upon  by  the  parties  hereto. 

Notwithstanding  the  provisions  of  this  Article,  the  Firm  may,  at 
any  time  and  from  time  to  time,  purchase  for  its  own  account, 
directly  from  the  Corporation,  stock  or  securities  issued  and  /or  sold 
by  the  Corporation  as  above  provided,  paying  therefor  a  price 
equivalent  to  the  said  issue  and  /or  selling  price,  after  deducting  the 
amount  of  commission  payable  to  the  Firm  in  respect  of  the  sale 
thereof  to  the  public  had  the  Firm  acted  as  agent  of  the  Corporation 
for  the  sale  of  the  same. 

Nothing  herein  contained  shall  prevent  the  Corporation  from  issu- 
ing stock  dividends,  transferable  rights  to  subscribe  to  stock  or  the 
issuance  of  any  stock  to  the  holders  of  such  rights  who  may  exercise 
the  same.  The  Firm  shall  be  exclusively  entitled  to  underwrite  any 
issue  of  stock  offered  through  such  rights  and  shall  receive  therefor 
such  reasonable  commission  as  shall  be  agreed  upon  by  the  parties 
hereto. 

The  Corporation  and  its  officers  shall  do  all  acts  and  things  as 
shall  from  time  to  time  be  reasonably  requested  by  the  Firm  for 
the  purpose  of  listing  any  of  the  Corporation's  stock  on  any  stock 
exchange  or  qualifying  the  same  for  sale  under  the  so-called  Blue 
Sky  Laws  of  any  states  in  which  the  Firm  may  desire  to  sell  the  same 
and  the  expense  of  such  listing  and  qualifying,  as  well  as  all  other 
corporate  expenses  in  connection  with  any  issue  of  such  stock  and 
the  reasonable  legal  fees  of  the  Firm's  counsel  in  connection  there- 
with, shall  be  paid  by  the  Corporation. 

In  the  event  that  the  Corporation  shall  hereafter  issue  stock  or 
other  securities  having  priority  or  preference  over  the  2,000,000 
shares  of  stock  in  its  Certificate  of  Incorporation  expressly  authorized 
to  be  issued,  so  that  such  last  mentioned  stock  becomes  in  effect 
common  stock,  then,  in  determining  the  net  assets  of  the  Corporation 
for  the  purpose  of  disposing  of  and  /or  acquiring  its  common  stock, 
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the  stated  or  book  liability  in  respect  of  such  stock  or  other  securities 
having  a  priority  or  preference  shall  be  treated  among  the  liabilities, 
and  the  Board  of  Directors  is  also  authorized  to  set  aside  such  re- 
serves in  excess  of  such  stated  or  book  liability  in  respect  of  such  stock 
or  other  securities,  as  it  shall  deem  proper. 

5.  On  purchases  and  sales  for  the  account  of  the  Corporation  made 
by  the  Firm,  the  Firm  shall  charge  the  rates  of  commission  fixed  by 
the  rules  of  the  New  York  Stock  Exchange,  or  such  other  exchange 
upon  which  the  purchase  or  sale  may  be  made,  and  on  unlisted 
stocks  and  securities,  purchased  or  sold  on  a  commission  basis,  shall 
charge  only  such  reasonable  commission  as  shall  be  agreed  upon. 
The  Firm  may  nevertheless  sell  for  its  own  account  to  the  Corpora- 
tion stocks,  securities  and  other  property. 

6.  The  Corporation,  upon  the  tender  to  it  for  purchase,  from  time 
to  time,  after  the  initial  issue  of  shares  by  it,  of  certificates  for  out- 
standing shares  of  its  stock  either  by  or  on  behalf  of  the  registered 
holders  thereof,  agrees  to  purchase  any  and  all  shares  so  tendered, 
provided  it  has  assets  legally  available  for  such  purpose  whether 
arising  out  of  paid-in  surplus,  other  surplus,  net  profits  or  otherwise, 
after  setting  aside  such  reserves  as  may  be  approved  by  the  Board  of 
Directors,  or  a  duly  authorized  committee  thereof,  in  its  uncontrolled 
discretion.  It  will  pay  for  each  of  such  shares  99%  of  the  minimum 
issue  and  /or  selling  price  per  share  as  of  the  close  of  business  on  the 
full  business  day  next  following  such  date  of  tender  (were  shares  to  be 
issued  and  /or  sold  pursuant  to  Article  4  hereof  and  the  issue  and  /or 
selling  price  therefor  to  be  determined  as  of  the  close  of  business  on 
such  day),  but  without  including  in  such  payment  any  commission 
paid  or  payable  in  respect  of  the  issue  and  sale  of  any  such  share. 
Payment  for  such  shares  so  tendered  may  be  made  by  the  Corporation 
at  any  time  within  sixty  (60)  days  subsequent  to  the  date  of  tender. 
The  Corporation  may,  at  its  option,  make  any  such  payment  in  cash 
and  /or  by  applying  in  kind,  so  far  as  practicable,  cash,  securities 
and  /or  any  other  property  to  the  extent  that  it  has  assets  legally 
available  for  such  purpose  whether  arising  out  of  paid-in  surplus, 
other  surplus,  net  profits  or  otherwise,  (such  securities  and  /or  other 
property  being  valued  as  of  the  close  of  business  on  the  full  business 
day  next  following  said  tender  for  purchase),  it  being  understood  that, 
in  the  event  of  any  payment  being  made  by  applying  assets  in  whole 
or  in  part  in  kind,  the  judgment  of  the  directors  as  to  the  value, 
amount,  character  and  kind  of  assets  to  be  paid  for  such  shares  shall 
be  final  and  conclusive  upon  the  shareholder  presenting  his  shares  for 
purchase. 

The  Corporation  shall  be  under  no  obligation  to  make  such  pur- 
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chase  of  its  shares  unless  at  the  time  of  such  presentation  the  holder 
of  such  shares  shall  pay  all  transfer  taxes  in  connection  with  the  sale 
thereof  to  the  Corporation  and  unless  the  certificates  for  such  shares 
shall  be  duly  endorsed  for  transfer  and  the  signature  to  such  en- 
dorsement duly  guaranteed  by  a  house  having  membership  upon  the 
New  York  Stock  Exchange,  or  by  a  reputable  bank  or  trust  company. 

Nothing  herein  contained,  however,  shall  prevent  the  Corporation 
from  selling  or  disposing  of  its  shares  at  more  than  the  price  provided 
in  Article  4  hereof  nor  from  purchasing  or  acquiring  its  shares  at  less 
than  the  price  provided  in  this  Article  6. 

7.  The  Firm  consents  to  the  use  by  the  Corporation  of  the  name 
"Spencer  Trask  Fund,  Inc.",  or  other  name  embodying  the  words 
"Spencer  Trask"  in  such  form  as  the  Firm  shall  in  writing  approve, 
but  only  on  condition  that  and  so  long  as  the  Firm  shall  approve  all 
persons  who  shall  be  elected  or  shall  serve  as  directors  of  the  Corpora- 
tion, and  only  on  condition  that  and  so  long  as  this  Agreement 
shall  remain  in  force  and  the  Corporation  shall  fully  perform, 
fulfill  and  comply  with  all  provisions  of  this  Agreement  expressed 
herein  to  be  performed,  fulfilled  or  complied  with  by  it.  If  any 
director  be  elected  to  the  Board  of  Directors  of  the  Corporation 
without  the  approval  of  the  Firm,  the  Firm  may  at  any  time  on  not 
less  than  thirty  days'  notice  terminate  this  Agreement.  No  such 
name  shall  be  used  by  the  Corporation  at  any  time  or  in  any  place  or 
for  any  purposes  or  under  any  conditions  except  as  in  this  Article 
provided,  and  upon  the  termination  of  this  Agreement  for  any  cause 
or  the  violation  of  any  of  its  provisions  by  the  Corporation  it  will,  at 
the  request  of  the  Firm,  change  its  corporate  name  so  as  to  eliminate 
all  reference  to  "Spencer  Trask"  and  will  not  thereafter  transact  any 
business  in  a  corporate  name  using  the  word  "Spencer"  or  "Trask", 
in  any  form  or  combination  whatsoever,  or  designate  itself  as  the 
same  Corporation  as  or  successor  to  a  corporation  of  such  name,  or 
otherwise  use  the  word  "Spencer"  or  "Trask"  or  any  other  reference 
to  said  Firm.  Such  covenants  on  the  part  of  the  Corporation  shall 
be  binding  upon  it,  its  directors,  officers,  stockholders,  creditors  and 
all  other  persons  claiming  under  or  through  it. 

8.  The  Firm  may  deal  freely  with  the  Corporation  and,  in  the 
absence  of  fraud,  no  contract  or  other  transaction  shall  be  thereby 
invalidated  or  in  anywise  affected  even  though  the  vote  or  action 
of  the  director  or  directors  or  the  action  of  the  officer  or  officers  who- 
are  members  or  employees  of  the  Firm  shall  have  been  necessary  to 
obligate  the  Corporation  upon  any  such  contract  or  transaction, 
and,  in  the  absence  of  fraud,  neither  the  Firm  nor  any  member  or 
employee  thereof  shall  be  liable  to  the  Corporation  or  to  any  stock- 
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holder  or  creditor  thereof,  or  to  any  other  person,  by  reason  of  such 
contract  or  transaction  or  for  any  loss  incurred  thereunder  or  by  reason 
thereof,  nor  shall  the  Firm,  or  any  member  or  employee  thereof  be 
accountable  for  any  gains  or  profits  realized  thereon. 

No  order,  direction,  contract  or  obligation  on  behalf  of  the  Corpo- 
ration with  or  affecting  the  Firm  shall  be  deemed  binding  unless 
made  in  writing  and  signed  on  behalf  of  the  Corporation  by  an  officer 
at  an  office  duly  maintained  by  the  Corporation. 

9.  Should  the  Firm  be  or  become  from  time  to  time  members  of 
the  New  York  Stock  Exchange,  or  other  exchanges,  the  rules  of 
which  may  prohibit  the  Firm  from  incurring  on  behalf  of  the  Corpo- 
ration in  whole  or  in  part  the  expenses  hereinbefore  provided  for, 
or  from  rendering  in  whole  or  in  part  the  services  hereinbefore 
provided  for,  then  this  Agreement  shall  not  thereby  be  invalidated, 
but  the  Firm  may  bear  such  expenses  and  render  such  services  to 
the  extent  which  said  rules  shall  from  time  to  time  permit,  and,  in 
general,  if  any  part  or  parts  of  this  Agreement  shall  be  held  invalid 
or  ineffective,  the  remainder  hereof  shall  not  be  affected  thereby  and 
shall  be  read  as  ifsuchinvalidorineffectivepartor  parts  didnot  exist. 

10.  The  books  and  accounts  of  the  Corporation  shall  be  audited 
at  least  once  a  year  by  a  reputable  outside  public  accountant  or 
accountants  who  shall  render  a  report  to  the  Corporation.  t 

11.  This  Agreement  may  at  any  time  be  terminated  by  the  vote  of 
the  holders  of  a  majority  of  the  outstanding  shares  of  stock  of  the 
Corporation  having  voting  power,  at  any  special  or  annual  meeting  of 
stockholders,  the  notice  of  which  shall  have  stated  the  proposed 
termination  to  be  one  of  the  objects  of  the  meeting,  but  if  such  vote 
be  in  favor  of  such  termination,  such  termination  shall  not  be  effec- 
tive until  at  least  thirty  days  after  such  vote. 

This  Agreement  may  be  amended  by  mutual  consent  but  the 
consent  of  the  Corporation  must  be  approved  by  a  majority  in  interest 
of  the  stockholders  having  voting  power  at  a  special  or  annual  meet- 
ing of  stockholders,  the  notice  of  which  shall  have  stated  the  proposed 
amendment  to  be  one  of  the  objects  of  the  meeting. 

This  Agreement  unless  sooner  terminated  as  in  Article  7  or  in 
this  Article  provided  shall  remain  in  force  for  a  period  of  ten  (10) 
years  from  the  date  hereof  and  shall  continue  thereafter  automatically 
for  periods  of  five  (5)  years  each  unless  either  party  hereto  shall  have 
given  three  months'  previous  written  notice  to  the  other  of  i  ts  election 
to  terminate  this  Agreement  at  the  end  of  any  such  period.  Any 
notice,  request  or  instruction  provided  for  herein,  or  for  the  giving  of 
which  occasion  may  arise  hereunder,  shall  be  deemed  duly  given  if  in 
writing  and  mailed  by  registered  mail,  postage  prepaid,  addressed,  if 
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to  be  given  to  the  Corporation,  to  any  of  its  offices  or  addressed  if  to 
be  given  to  the  Firm  to  any  of  its  offices. 

12.  This  Agreement  shall  not  be  assigned  by  the  Corporation 
without  the  prior  written  consent  of  the  Firm.  This  Agreement, 
subject  to  the  foregoing,  shall  bind  and  inure  to  the  benefit  of  the 
Corporation,  its  successors  or  assigns  and  shall  bind  and  inure  to  the 
benefit  of  the  Firm  and  the  firm,  association  or  corporation  which 
shall  be  successor  to  Spencer  Trask  &  Company,  as  at  present 
constituted,  and /or  any  firm,  association  or  corporation  acquiring 
substantially  all  of  the  assets  and  business  of  Spencer  Trask  & 
Company. 

Ik  Witness  Whereof,  the  parties  have  executed  this  Agreement 
as  of  the  day  and  year  first  above  written. 

Spencer  Trask  Fund,  Inc., 

By  William  V.  C.  Ruxton, 
Vice  President. 


Spencer  Trask,  &  Company, 

By  C.  Everett  Bacon, 


Exhibit  I. 

AMPLE  CERTIFICATE  OF  INCORPORATION 
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The  certificate  of  incorporation  sets  forth  the 
following  information: 

la  ITarae  of  corporation  and  incorporators 

2.  Place  of  "business 

3.  Nature  of  business 

4.  Capitalization 

5.  Time  of  existence  of  corporation 

6.  Kame  and  place  of  residence  of  original  subscribers 
to  capital  stock  and  number  of  shares  held 

7.  Limitations  of  stockholders 

8.  Management  regulations 

9.  Special  privileges  of  stockholders 

10.  Right  to  amend  certificate  of  incorporation 


(Shareholders) 
The  shareholders  of  the  statutory  investment  trust 
are  in  the  same  position  as  the  stockholders  of  any  ordinary 
corporation.     They  have  a  limited  liability  to  the  extent  of 
their  investments.     The  directorate  is  accountable  to  them. 


(Management ) 

One  of  the  most  important  factors  in  connection  with 
the  trust  is  that  of  management.     As  has  been  stated  above,  the 
public  has  great  confidence  in  this  type  of  investment  trust, 
and  such  confidence  should  not  be  betrayed.     There  are  many 
ways  and  opportunities  for  those  who  turn  the  wheels  of  our 
financial  institutions  to  "play  unfair".    Especially  is  this 
true  in  connection  with  the  investment  trusts.     Honesty  is 
very  essential.     The  Hew  York  Stock  Exchange  recognizes  the 
responsibility  of  those  who  manage  our  trusts  and,  as  stated, 
requires  certain  data  and  places  certain  restrictions  on  its 
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members  in  connection  with  these  trusts. 

It  has  been  stated  that  investment  trusts  are  spon- 
sored by  three  groups,  the  bankers,  investment  bankers  and 
the  non-banking  interests.     To  be  sure,  they  are  compensated 
for  the  servi.es  thus  rendered.     Three  forms  of  compensation 
of  the  management  are  common: 

1.  Portion  of  earning  through  ownership  of  shares.  (At 
time  of  organization  the  management  is  given  certain 
junior  securities  from  which  subsequently  it  receives 
dividends  as  a  remuneration  for  services  rendered) 

2.  Fees  for  raising  capital,  etc. 

3.  Management  fees  paid  out  of  income,  and  certain  per- 
centage of  net  assets. 

Other  Classifications 
Aside  from  the  classifications  as  set  forth,  the 
investment  trusts  may  be  further  classified  in  accordance 
with  the  kinds  of  investments  made. 

(General) 

The  most  coimion  ty  .e  of  investment  trust  is  the  so- 
called  general  management  type.     This  trust  may  invest  in 
either  stocks  or  bonds.     It  is  not  restricted  as  to  the  kinds 
of  industries  or  the  country  in  which  the  particular  corpora- 
tion, whose  securities  it  purchases,  is  located. 

There  is  an  advantage  in  this  type  of  trust  that 
must  not  be  overlooked.    Bonds  may  be  purchased  at  an  attrac- 
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tive  level  when  stocks  are  unduly  high,  and  vice  versa.  To 
take  advantage  of  such  situations  requires  that  the  manage- 
ment be  given  wide  range  of  authority  to  make  "switches". 

Of  course  management  is  the  most  important  element 
in  this  type.     The  purchasers  of  the  stock  of  such  trusts, 
naturally  have  confidence  in  the  sponsors,  and  it  is  safe  to 
say  that  such  confidence,  "based  upon  past  experience,  has  not 
been  misplaced, 

(Bond) 

This  type  of  trust  is  just  what  the  name  implies. 
It  purchases  only  bonds  and  may  be  restricted  as  to  just 
domestic  or  foreign.     Bond  trusts  base  their  appeal  mainly 
on  stability  and  steady  income. 

(Financial  Stock) 
The  financial  Stock  Trusts  are  just  another  type 
of  investment  trust  that  restricts  the  investment.     They  pur- 
chase only  stocks  of  banks  or  stocks  of  insurance  companies, 
or  both.     This  restriction,  which  limits  the  industry,  of 
course  limits  the  degree  of  diversification  that  may  be  ob- 
tained • 

( Common ) 

During  the  past  few  years  many  statistical  reports 
have  been  compiled  purporting  to  prove  that  over  a  period  of 
years  the  holders  of  common  stock  have  had  decided  advantages 
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over  the  holders  of  other  types  of  securities.     This  informa- 
tion, together  with  the  continual  '•bull'1  market  for  the  past 
few  years  (up  to  October  25,  1929),  has  resulted  in  giving 
much  unwarranted  publicity  to  the  common  stock  and  has  made 
the  common  stock  investment  trusts  unduly  popular.     To  be 
sure,   the  income  in  many  instances  has  been  relatively  high. 
It  has  been  so  at  the  risk  of  the  principal.     The  yield  is 
always  dependent  upon  the  amount  and  degree  of  risk  involved. 
However,  it  is  not  to  be  denied  that  through  growth  and 
prosperity  the  investor  may  profit  and  secure  added  returns 
from  extra  cash  and  State  dividends. 

(Special  Industries) 
Some  investment  trusts  have  been  organized  with 
the  purpose  in  mind  of  concentrating  on  one  kind  of  security, 
such  as  public  utility,  railroad,  chain  stores,  etc.  This 
undoubtedly  limits  diversification,  but  on  the  other  hand  it 
gives  the  investor  an  opportunity  to  diversify  his  invest- 
ments in  his  favorite  industry.     At  the  same  time  it  is 
reasonable  to  expect  that  a  more  careful  research  can  be 
made  in  one  type  of  industry  and  the  trust  more  accurately 
select  the  best  within  its  particular  classification. 
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Functions  of  Investment  Trusts 
It  has  already  been  stated  that  the  purpose  of 
an  investment  trust  is  to  afford  a  medium  through  which 
diversified  investments  may  be  owned    «nd  losses  restrained. 
Investing  is  a  profession  and  as  such  has  its  methods  of 
proce'ure  and  rules  of  ethics.     "The  increasing  uses  of  the 
corporate  form  of  industrial  organization  has  in  recent  years 
brought  upon  U3  such  a  flood  of  securities  that  the  invest- 
ment of  money  ...has  become  more  involved  

"Unfortunately,  it  must  be  said,  that  although 
every  banker  and  broker  in  the  country  makes  a  practice  of 
maintaining  that  his  primary  interest  is  that  of  the  in- 
vestor, the  present  organization  of  investment  business  makes 

it  difficult  for  this  to  be  true  as  it  should  be   The 

investors  generally  do  not  give  to  their  bankers  the  same  co- 
operation which  they  give  to  their  lawyers  and  doctors,  and 

33 

this  points  to  the  truth  of  the  statement. n 

To  the  profession  which  is  fostering  the  investment 
trusts  must  we  look  for  the  judicious  guidance  and  trustee- 
ship of  our  future. 

Purpose  of  Organization 
As  previously  stated,  the  purpose  of  the  investment 
trusts  is  to  aid  and  assist  the  masses  in  the  field  of  bank- 

33.     Sturgis,  H.  S.,   Investment,  A  New  Profession,  p.  5. 
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ing.     They  are  seeking  to  wisely  and  judiciously  invest 
funds  for  others,  to  the  end- that 

1.  The  principal  will  be  safe 

2.  The  income  satisfactory 

3.  The  marketability  maintained 

These  are  the  cardinal  aims  of  the  investment  trusts.  How- 
ever, these  requisite  desires  of  purely  investment  outcome 
do  not  end  the  quest  of  the  investment  trusts,  for  they 
further  seek  to 

1.  Enhance  principal  through  diversification 

2.  Increase  income  through  diversification 

Raising  Capital 

The  investment  trust  corporations  are  exactly 
similar  to  the  ordinary  industrial,  railroad,  etc.  corpora- 
tions.    They  receive  their  funds  from  the  sale  of  stock  and, 
in  many  instances,  bonds.    As  a  rule  the  relationship  of  the 
stockholder  to  the  management  is  the  same  as  in  cases  of 
•ordinary  corporations.     An  exception  may  be  found  in  some 
trust  which  doe3  not  provide  for  the  stockholder  to  express 
himself  in  any  way. 

The  sale  of  bonds  and  preferred  stock  gives  the 
successful  investment  trusts  the  use  of  funds  at  a  low  rate 
with  a  consequent  higher  earning  power  per  share  for  the 
common  stockholder. 

The  procedure  followed  in  raising  funds  is  similar 
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to  that  followed  "by  ordinary  corporations  seeking  financ- 
ing from  an  investment  banker. 

There  are  "both  advantages  and  disadvantages  in 
having  bonds  and/or  preferred  stock.     This,  however,  de- 
pends largely  upon  the  character  of  the  "portfolio".  If 
common  stock  is  the  predominating  type  of  security  it  is 
obvious  that  a  large  interest  charge,  which  ensues  if  bond 
and  preferred  stock  is  outstanding,  is  not  desirable.  The 
common  stocks  held  by  the  trust,  already  being  in  a  junior 
position  to  other  securities  of  the  issuing  corporation,  do 
not  allow  for  much  equity  of  the  trust  common  stockholder 
when  bonds,  etc.  are  held.     In  case  of  a  drastic  decline  in 
security  values  after  allowance  for  the  claims  of  the  bond 
and  preferred  stocks  the  equity  of  the  common  stock  may  be 
wiped  away. 

To  summarize,  the  usual  capitalization  of  the  in- 
vestment trusts  is  as  follows: 
1.  2>onds 

a.  Capitalization  ratio  similar  to  ordinary 
corporation 

b.  Debenture  and  collateral  trust  type  issued 

c.  Interest  rate  dependent  upon  general  rate 
of  interest     (From  1924  to  1928  interest 
rates  were  reasonable  and  bonds  were  issued 
to  yield  about  b%*     Since  that  time  inter- 
est rates  have  been  higher  and  bonds  have 
been  less  frequently  issued) 
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2.  Stocks 

a.  Preferred  stock  is  issued 

b.  Usually  cumulative 

c.  Sometimes  it  is  participating 

d.  Often  convertible  into  common  stock 

3.  Com  on  Stock 

a.     Usually  no  par  value 

b«    Often  issued  in  classes,  ie.,  A.,  B., 
etc.  (thus  giving  founders  a  junior 
issue  in  compensation  for  organization) 

c.     Rarely  offered  on  part-paid  basis 

Investment  of  Capital 

There  are,  however,  other  means  of  raising  capital, 
one  of  v/hich  is  borrowing.     The  employment  of  borrowed  capital 
strengthens  the  trust  providing  the  borrowing  company  can  earn 
more  on  this  capital  than  it  costs. 

fa  have  noted  that  the  investment  trusts  are  reser- 
voirs into  -which  flow  the  funds  that  are  to  be  invested.  The 
contractual  trust  gives  certificates  of  beneficial  interest 
for  its  capital,  and  the  statutory  trust  gives  stock  certi- 
ficates.    These  are  the  two  chief  sources  from  which  capital 
is  derived. 

However,  we  must  bear  in  mind  that  borrowed  capital 
plays  its  part  in  providing  funds  that  are  to  be  invested. 
In  the  industrial  corporations  the  raw  material,  machinery  and 
equipment  are  the  instrumentalities  through  which  the  corpora- 
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tions  make  their  profit.     In  the  investment  trusts  the  raw 
materials,  etc.  are  represented  in  the  securities.     Just  as 
it  is  essential  that  all  factors  be  properly  coordinated  in 
the  industrial  field  in  order  that  success  may  he  achieved 
so  must  there  "be  a  coordinating  of  effort  to  bring  success 
to  the  trusts. 

The  investment  trust  promotors,  representing  a 
group  of  professional  investors,  must  have  instruments  with 
which  to  labor.     All  well  conducted  trusts  have  a  corps  of 
experts  who  carry  on  research  work.     They  are  constantly 
analyzing  corporations  in  which  the  trust  is  interested. 

Exhibits  II.  and  III.  on  pages  45  and  46  show  the 
extent  to  which  investment  trusts  go  in  making  a  historical 
study  of  corporations.    Upon  the  basis  of  these  researches 
they  either  purchase  or  sell  the  securities  in  question. 

The  function  of  investing  requires  constant  super- 
vision.    Companies  must  be  analyzed.     Tendencies  and  condi- 
tions must  be  observed  in  the  light  of  the  earnings  of  the 
corporations.     If  the  radio  or  electric  refrigerator  are  to 
increase  the  earnings  of  certain  corporations  and  at  the  same 
time  decrease  the  earnings  of  the  amusement  places  or  ice 
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Standard  Oil  Company  of  C 
Standard  Oil  Company  (Nc 
Standard  Oil  Company  of  P 
Texas  Corporation  (The) 


American  Telephone  nnd  Telegraph 
Company 

C..  n-.olid.il.-.  I  Cas  (  ompam  ..f  New  York 
Western  Union  TVI.^rupb  (  omimny  (The) 


Upon  each  deposit  of  an  additional  unit  of  stock* 
identical  with  the  above,  together  with  accumula- 
tions and  reserve  fund,  as  existing  from  time  to  time. 
Guaranty  Trust  Company  of  New  York,  Trustee, 
will  issue  an  additional  2,000  North  American 
Trust  Shares.  Each  such  additional  deposit  will 
be  so  made  that  each  new  unit  of  deposited  prop 
crty  will  be  identical  with  the  units  then  held  by 
the  Trustee  under  the  Trust  Agreement.  In  con- 
sequence the  deposited  property  represented  by  each 
North  American  Trust  Share  is  exactly  the  same 
as,  or  equal  in  value  at  all  times  to.  the  deposited 
property  represented  by  any  other  North  Ameri- 
can Trust  Share,  irrespective  of  date  of  de- 
posit or  issuance  of  any  unit  of  2.000  North 
American  Trust  Shares. 

Srruriiy 

North  American  Trust  Shares  is  the  largest 
fixed  investment  trust.  The  shares  are  given  a  com- 
posite rating  of  "A"  by  Moody's  Investors  Service. 
The  corporations  listed  above  have  paid  cash  or 
stock  dividends  for  an  average  of  33  years  consecu- 
tively and  all  are  listed  on  the  New  York  Stock  Ex- 
change. The  assets  of  the  above  companies  average 
over  SSOn,llOO,O(l0  each  and  their  average  age  is  16 
years.  The  total  assets  of  these  28  companies  exceed 
S2?>  0011,(100,000,  with  surplus  and  reserves  of 
57,500,000.000.    They  own  or  control  over  1,600 

Non-Substitution 

No  change  may  be  made  in  the  above  stock  unit, 
nor  in  the  number  of  shares  of  any  stock  except  in 
case  of  merger,  consolidation,  reorganization  or  sale 
of  the  property  of  any  company,  in  accordance  with 
the  provisions  of  the  trust  indenture,  and  except  as 
follows: 

Elimination 

If  any  of  the  above  corporations  should  fail  to  pay 
any  dividend  for  a  period  of  one  hundred  (100) 
days  after  its  failure  to  pay  a  usual  dividend,  the 
Trustee  shall  sell  the  stock  The  proceeds  of  any 
sale  will  be  distributed  pro  rata  to  the  holders  of 
North  American  Trust  Shares  on  the  next  en- 
suinr;  coupon  payment  date  according  to  the  terms 
of  the  agreement. 


Reserve  Fund 

A  reserve  fund  of  60  cents  per  North  American 
TRust  Share  deposited  with  the  Trustee  and  held 
as  part  of  the  deposited  property  is  designed  to 
equalize  varying  year-to-year  returns  on  the  under- 
lying Hocks  and  to  provide  the  investor  with  a  uni- 
form income.  This  fund  is  at  all  times  the  property 
of  shareholders  and  may  be  withdrawn  upon  pres- 
l  and  surrender  of  certificates. 


In  the  event  that  distributions  from  the  de- 
posited stock  units  for  any  semi-annual  period 
should  fall  below  30c.  per  share,  the  Trustee  will 
advance  from  the  reserve  fund  such  an  amount  as 
may  be  necessary  to  pay  the  semi  annual  distribu- 
tion of  30c.  per  North  American  Trust  Share. 
Any  sum  so  advanced  will  be  returned  to  the  re- 
serve fund  from  future  distributions,  but  only  out 
of  the  excess  above  the  30c.  per  North  American 
TRUST  Share  semi-annually.  So  long  as  the  reserve 
fund  remains  intact  at  60c.  per  North  American 
Trust  Share  bearers  of  certificates  will  receive  a 
semi-annual  distribution  of  30c.  per  share,  plus  any 
additional  distributable  return  for  the  period  cov- 
ered by  the  coupon, 

Distributions 

All  dividends  payable  on  the  deposited  stocks  will  be 
received  by  Guaranty  Trust  Company  of  New  York, 
Trustee,  and  by  it  distributed  pro  rata,  semi-annually, 
June  30th  and  December  31st,  against  coupons 
attached  to  North  American  Trust  Shares 
Certificates.  If  ever  required  by  law  to  do  so,  the 
Trustee  may  make  deductions  for  taxes.  Sub- 
scription rights,  stock  dividends  or  other  non-cash 
distributions  on  the  deposited  stocks,  received  by 
the  Trustee,  including  additional  shares  of  stock  de- 
rived from  split  ups,  will  be  sold  and  the  net  cash 
proceeds,  together  with  cash  dividends,  will  be  dis- 
tributed pro  rata  against  such  Share  coupons.  Dis- 
tributable return  in  excess  of  the  coupon  rate 
(30c  per  share)  will  be  paid  by  the  Trustee,  or  its 
designated  paying  agencies,  at  the  same  time  and 
in  the  same  manner  as  the  regular  coupon  payments. 
In  addition  to  the  regular  coupon  return  of  30c 
per  share  paid  June  30,  1929,  an  extra  distribu- 
tion of  JlJ/^c  per  share  was  paid  to  shareholders. 


Kelurn  of  Capital  ™ 

One  of  the  fundamental  principles  of  this  plan  of 
investment  is  the  periodical  return  of  that  portion 
of  the  investor's  capital  repre-t uting  proceeds  from 
the  sale  of  split-ups,  stock  dividends,  etc.  Only  four 
shares  of  each  stock  are  retained  throughout  the  life 
of  the  trust.  If  extra  shares  derived  from  stock  divi- 
dends and  split-ups  are  retained  too  great  a  concen- 
tration appears  in  the  securities  thus  affected.  The 
reinvestment  privilege  is,  therefore,  to  be  considered 
of  paramount  importance  to  the  fullest  success  of 
this  plan.  It  is  only  through  the  periodical  exer- 
cise of  rights  that  shareholders  may  receive  the 
benefits  of  this  type  of  :' 


Rights 

For  15  days  following  each  distribution  date  share- 
holders are  extended  rights  to  reinvest  all  that  por- 
tion of  their  semi-annual  return  in  excess  of  the 
regular  and  extra  cash  dividends  from  the  deposited 
stocks  at  a  discount  of  50c  per  share  below  the  pre- 
vailing asked  price. 

Reinvestment  Rights  forms  explaining  fully  the 
terms  of  these  rights  were  issued  prior  to  June  30 
and  December  31.  1029  respectively,  and  sent  to 
North  American  Trust  Share  holders  by  their 
bankers  and  investment  dealers.  Copies  of  such 
forms  are  available  upon  request. 

Reinvestment 

Reinvestment  of  non  cash  return,  including  pro- 
ceeds from  the  sale  of  stock  dividends  and  extra 
shares  derived  from  split  ups,  is  designed  to  main- 
tain approximately  the  original  balanced  diversifi- 
cation of  the  trust  and  to  diversify  the  appreciation 
of  a  few  stocks  over  the  entire  twenty-eight. 
Further  reference  is  made  to  the  statistical  record 
within  indicating  that  appreciation  in  such  an  in- 
vestment is  to  be  derived  from  a  steadily  increas- 
ing number  of  shares  rather  than  through  en- 
hancement in  the  price  per  share. 
Three  plans  of  reinvestment  are  suggested  herein, 


1  Reinvestment  of  all  semi-annual  return  on 
accumulated  shares  in  excess  of  regular  and 
extra  cash  dividends  from  the  deposited 
stocks. 

2.  Reinvestment  of  all  semi-annual  return  in 
excess  of  the  coupon  rate  (i.  e.  30c  per  share 
semi-annually). 

3.  Reinvestment  of  the  total  distributions  on 
North  American  Trust  Shares. 


2.  Inheritance  Tax:  North  American  Trust 
Shares  are  securities  of  the  type  which  are  within 
the  taxing  power  of,  and  are  usually  taxed  by,  the 
State  of  domicile  of  the  decedent. 

North  American  Trust  Shares  are  in  bearer 
form,  intended  to  lie  transferable  by  delivery  and, 
in  the  opinion  of  counsel,  represent  merely  equit- 
able interest  and  not  legal  ownership  in  any  specific 
shares  of  stock.  Counsel  report  that  the  taxing  au- 
thorities in  some  States  have  stated  that  they  will 
impose  an  inheritance  tax  on  the  proportionate  part 
of  the  value  of  such  share-  represented  by  the  stock 
of  corporations  organized  in  said  States.  Counsel 
report  that  they  have  made  what  they  believe  to  be 
an  exhaustive  examination  of  the  legal  authorities 
of  this  country  and  that  they  do  not  find  any  ju- 
dicial authority  under  which  North  American 
Trust  Shares  should  be  held  subject  to  inheritance 
tax  other  than  as  stated  above,  but  on  the  contrary, 
have  found  several  authorities  which  they  believe 
indicate  that  such  shares  should  not  be  held  so  tax- 
able. 


Offering  Price 

The  offering  price  of  North  American  Trust 
Shares  is  based  upon  New  York  Stock  Exchange 
quotations  of  the  deposited  stocks  at  odd- lot 
prices  and  brokerage  commissions  plus  an  arbitrary 
charge  for  issue  and  deposit  of  18c  per  share  and 
the  value  of  the  proportionate  aggregate  amount  of 
accumulated  cash  and  other  property  held  by  the 
Trustee.  5%  is  added  for  cost  of  distribution  and 
profit.  Amortized,  this  amounts  to  less  than  3/10 
of  \%  annually. 


Termination 

The  conversion  privileges  hereinbefore  mentioned 
enable  the  bearer  of  North  American  Trust 
Shares  Certificates  to  terminate  his  own  trust 
relationship  at  any  time  during  the  life  of  the 
trust  which  will  terminate  in  any  event  on  Decem- 
ber 31,  1953.  The  trust  may  be  terminated  in  its 
entirety  by  the  Trustee  under  certain  circumstances. 
It  may  not  be  terminated  by  the  Depositor.  Ninety 
(90)  days  after  the  termination  of  the  trust  the 
Trustee  will  proceed  to  sell  the  deposited  property. 
Thereafter  and  on  presentation  and  surrender  of 
certificates  bearers  will  receive  the  proportion  of 
cash  then  held  by  the  Trustee  applicable  to  the 
shares  represented  thereby.  The  conversion  privilege 
described  above  continues  for  ninety  days  after  the 
i  of  the  trust. 


TYPICAL  DAILY  PRICE  MAKE-UP  SHEET 
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DEPOSITED  STOCKS— 

panics  average  over  5800.0C 
age  is  frj  yean.  The  total 
exceed  $11,000,000,000.  v. 
$7,500,000,000.   They  own  or  control 


DIVIDENDS— These  corporations  have  paid  cash  or  stock 
dividends  for  an  average  of  33  years  without  interruption. 

RETURN  LAST  YEAR— Distributions  in  1929  totaled 
$1,129  per  share,  or  more  than  11%  on  the  original  offer- 
ing price  of  North  American  Trust  Shares. 
AVERAGE  RETURN — Return  for  the  last  18  years  on 
deposited  stocks  including  cash  dividends,  rights,  stock 
dividends,  and  split-ups  averaged  $1.32  as  expressed  per 
North  American  Trust  Shares — over  13%  annually. 

DALANCE  MAINTAINED— The  balanced  diversification 
of  deposited  stocks  is  constantly  held  through  (1)  sale  of 
extra  shares  derived  from  split-ups,  etc.,  and  (2)  semi- 
annual reinvestment  program  which  diversifies  appreciation 

evenly. 

RIGHTS  TO  REINVEST— Rights  are  issued  semi- 
annually  to  shareholders  permitting  the  return  from  stock 
dividends,  rights  and  split-ups  to  be  reinvested  at  bid  price, 
i.  c.,  without  profit  to  distributors. 

MARKETABILITY — All  deposited  stocks  are  listed  on  the 
New  York  Stock  Exchange.  North  American  Trust  Shares 
are  listed  on  the  Chicago  Board  of  Trade.  They  ate  quoted 
daily  in  leading  newspapers  throughout  the  United  Slates 
under  the  heading  "Investment  Trusts  "  Sponsors  and  350 
banks  and  dealers  have  consistently  maintained  bid  l/i  point 


below 


asked  I 


CONVERSION— 1.  Holders  of  %  unit,  or  any  multiple 
thereof,  may  convert  into  the  deposited  property  directly 
through  Trustee  without  penalty. 

2.  Holders  of  less  than  !4  unit  may  convert  through 
Trustee  into  cash  without  penalty. 

NO  PENALTY— No  conversion  penalty  or  additional 
service  fee  is  charged  to  investors  for  conversion  of  shares 
into  underlying  stacks  or  into  cash. 

RATING— More  than  96%  of  the  underlying  stocks  are 
rated  "A'  or  "Aa"  by  Moody's  Investors  Service  and 
North  American  Trust  Shares  are  given  a  composite  rating 


-  No  substitution  may  be  made 
it  in  case  of  merger,  consolidation, 
f  property  of  any  eompany. 

ELIMINATION— If  a  company  should  break  its  long 
dividend  record  by  passing  a  dividend  lor  a  period  of  100 
day*  the  deposited  stock  would  be  automatically  eliminated 
from  the  trust  and  proceeds  returned  to  shareholders  by 
the  Trustee. 

COUPONS— North  American  Trust  Share  certificates 
carry  coupons  which  call  for  60c  per  share  annually, 
although  all  return  from  deposited  stocks  it  paid  to  share- 
holders. This  return  as  expressed  per  North  American 
Trust  Share  hu  averaged  SI  52  annually  for  the  past  IS 

EXTRA  RETURN — In  addition  to  the  regular  coupon 
rate,  extra  distributions  on  June  10th  and  December  lis: 
1929  were  31. Jc  per  share  and  21.<c  per  share  respectively. 

RESERVE  FUND— A  cash  reserve  fund  of  60c  per  ihare 
is  deposited  with  the  Trustee  and  may  be  used  to  mam- 
tain  a  uniform  distribution  rate  if  annual  return  should 
fall  below  coupon  requirements  at  above. 

LOAN  VALUE — North  American  Trust  Shares  have  a 
high  collateral  loan  value  at  banks  because  of  the  chat' 
acter  and  marketability  of  the  underlying  ;tocks  and  be- 
cause of  the  fact  that  no  substitution  may  be  made  in  the 


OFFERING  PRICE —  The  off, 
New  York  Stock  Exchange  quot 
stocks.  Price  make-up  sheet  it  avj 

SERVICE  CHARGE— In  additio 
share  for  issue  and  deposit,  a  :cm 
cost  of  distribution  and  profit.  An 
less  than  1/10  of  1%  annually. 
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27  STATE  STREET,  BOSTON,  MASS. 

TELEPHONE:  HANCOCK  0900 
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SHOWING  EXTENT  CF  RESEARCH 


THE  REINVESTMENT  PROGRAM 

Bearers  of  North  American  Trust  Shares  ait  extended  the  privilege  of  re  in  veiling  that  portion  of  their  semi-annual 
distributions  which  ii  derived  from  sources  other  than  cash  dividends.  Shareholders  may  thus  acquire  additional 
shares  at  a  discount  of  50c  per  share  below  the  prevailing  asked  price,  for  a  period  or  If  days  following  each  dis 

The  distributions  on  North  American  Trust  Shares  in  1929  were  derived  from  the  following  sources: 


J«.2< 


From  the  foregoing  it  will  be  noted  that  purchasers  of  each  unit  of  2,000  North  American  Trust  Shares  in  the  early 
part  of  1929  wl...  elected  to  reinvest  their  return  (in  eiccss  of  cash  dividends)  in  additional  iharcs,  by  1930  held 
2,160  shares.  On  June  30,  1929,  unit  holders  received  S  1.229.96.  By  retaining  only  cash  dividends  and  reinvesting 
the  remainder  uf  their  distribution  in  more  North  American  Trust  Shares,  they  acquired  appronmately  90  additional 
shares  at  a  savim-  nf  S-tvOil  under  the  current  market  price.  Similarly,  on  December  31,  1929,  unit  holders  received 
51,028.04,  and  those  who  had  reinvested  in  June  received  an  additional  sum  of  546.26,  representing  the  return  of 
51. 4c  per  share  paid  December  31st  on  their  90  additional  shares. 

DIVERSIFYING  APPRECIATION 

Approximately  505*e  of  the  1929  return,  or  SI, 148.01  per  unit,  represented  proceed)  from  the  sale  of  extra  shares  de- 
rived from  (he  split-up  of  American  Radiator  Company  in  April.  1929.  and  the  split-up  of  F.  W.  Woolwoith  in  July, 
1929,  which,  at  the  time,  must  be  regarded  as  return  of  capital.  Reinvestment  of  return  from  such  sources  in  addi- 
tional N.  A.  T.  Shares  increases  the  investors'  equity  evenly  over  all  of  the  28  deposited  stocks  while  the  investment 
in  one  or  more  high-priced  stocks  is,  at  least  temporarily  reduced. 

Thus  the  proceeds  from  American  Radiator  and  Wool  worth  split-ups,  when  reinvested  in  more  N.  A.  T.  Shares. 
served  to  increase  the  investors'  equity  pro-rata  in  General  Electric,  National  Biscuit,  Canadian  Pacific  and  other 
companies,  the  stocks  "t  which  will  be  split  up  in  1930  or  in  succeeding  years.  In  this  manner,  and  thru  semi-annual 
increase  in  the  number  at  shares  held,  rather  than  by  increase  in  the  price  per  share,  investors  receive  balanced  and 
well  diversified  appreciation. 


Statistical  Record  of  the  Market  Value  of  Stocks  Underlying  North  American  Trust  Shares 


COMPANY 

1012 

1913 

1014 

1915 

1916 

1917 

1018 

1010 

1020 

1921 

1922 

1023 

1924 

1025 

1026 

1927 

1928 

1920 

COMPANY 

Am.  Rod.  &  Std.  San  

American  Tel.  &  Tel  

American  Toll.  "B"  

Atchison,  T.  S:  Santa  Fc  . .  . 

Canadian  Pacific  

Consolidated  Gas  

duPont  dc  Nemours  

3G5.00 
HO.  37 
282.81 
1O7.50 
251.75 
112.63 
180.00 

450.00 
121.75 
li  17.1  1 
98.31 
235.38 
133.75 
159.50 

417.50 
119.13 
235.50 
94.94 
186.75 
126.00 
142.50 

367.. 10 
123.13 
232.25 
101.88 
166.00 
132.13 
448.50 

105.00 
128.82 
208.94 
104.56 
173.13 
137.25 
339.25 

352.50 
112.13 
171.50 
91.25 
146.69 
105.56 
2  19.23 

2G7.50 
99.91 

169.23 
90.38 

154.94 
94. OO 

271.00 

3  1  O.OO 
101.82 
253.19 

92.25 
118.63 

92.56 
336.00 

325.00 
96.1  1 

193.56 
83.1© 

121.60 
82.81 

186.50 

78.69 
107.63 
120.75 

85.13 
1 1 4.94 

83.75 
144.50 

105.30 
121.38 
1  15.88 
1O0.13 
135.38 
115.63 
137.38 

86.50 
123.01 

1  19.SN 

90.56 
140.88 

63.10 
127.38 

115.13 

127.94 
151.81 
108.94 
149.63 
70.38 
127.00 

106.10 
137.81 
102.00 
128.38 
144.44 
85.56 
202.75 

111.82 
145.32 
117.06 
147.00 
158.38 
101.19 
276.56 

129.19 
167.38 
152.63 
180.88 
102.OO 
100.88 
255.94 

161.32 
191.50 
168.44 
193.10 
22  1.25 
144.81 
406.50 

187.50 
251.75 
107.3O 
246.88 
223.44 
131. GO 
155.50 

 Am.  Rad.  &  Std.  San. 

 American  Tel.  et  Tel. 

 American  Tub.  "B" 

.  ..  Atchison,  T.  &  Santa  I  . 

 Canadian  Pacific 

 Cons.. lido  led  (ins 

 dul'ont  de  Nemours 

Eastman  Kodak  Co  

General  Electric  

Illinois  Central  

Ingcrsoll-Itand  

Louisville  &  N.  R.  H.  Co. 

National  Biscuit  

New  York  Central  

555.00 
171.75 
1 30.87 
107.50 
151.00 
137.50 
113.81 

597.00 
158.38 
115.81 
132.50 
131.50 
117.00 
100.06 

555.00 
144.06 
109.25 
123.38 
133.44 
129.50 
80.81 

537.50 
161.75 
lOO.OO 
161.38 
117.50 
124.00 
96.00 

615.00 
173.13 
104.81 
2  19.00 
130.56 
124.25 
107.25 

525.00 
144.88 

06.0G 
240.00 
118.38 
HH  .  19 

83.06 

455.0O 
113.13 

08.75 
183.00 
117.38 
100.25 

76.06 

552.50 
160.25 

94.94 
212.50 
113,81 
123.00 

75.25 

525.00 
144,25 

89.06 
217.50 
103.25 
110.50 

74.25 

613.00 
126.63 

03.00 
181.00 
107.50 
115.25 

70.06 

700.00 
163.00 
10G.63 
200.00 
126.44 
196.63 
86.04 

102.75 
184.91 
108.56 
152.O0 
119.88 
45.44 
98.88 

109.50 
257.75 
109.07 
212.00 
98.31 
63.75 
100.44 

111.38 

282.25 
118.25 
264. OO 
127.00 
72.00 
125.38 

121.69 

335.75 
122.25 

92.63 
131.00 

8S.OO 
132.25 

150.75 
113.81 
130.25 
91. 50 
143.75 
140.88 
154.38 

178.63 
172.75 
1 40.25 
108.50 
140.44 
177.38 
176.25 

207,38 
285.56 
134.75 
171.75 
132.38 

ISH.3N 

108.25 

Easlin^i,  K.xLil.  1  ... 

 C.  rural  Kk-etri.- 

 Illinois  Central 

 Ine.crsoll-lt:ii,.l 

...  Louisville  &  N.  It.  R.  Co. 

>.  ..  York  C-ntrnl 

Otis  Elevator  

Pcnnsvhnnia  R.  R  

Royal  Dutch  

Southern  Pacific  

Standard  of  Cnlif.  

Stnndard  of  N.  J  

Standard  of  N.  Y  

75.50 
61.53 
09.15 
lOR-.SO 
178.50 
302.00 
473.00 

75.00 
57.14 
80.96 
96.30 
230.00 
388.00 
1  is.r.o 

72.  SO 
54.50 
75.51 
99.25 
313.50 
395.50 
215.00 

70.50 
56.66 
68.14 
92.69 
334.00 
532. 50 
208.00 

63.00 
57.50 
77.66 
09.19 
310.50 
605.00 
242.50 

40.50 
48.75 
6G.13 
87.13 
324.00 
637.  SO 
282.50 

50.00 
46.69 
107.50 
95.25 
233.00 
5G5.25 
286.00 

138.50 
44.19 
102.50 
103.44 
293.90 
724.00 
381.00 

132.00 
40.94 
80.63 
103.13 
3  12.50 
737.50 
388.50 

117.50 
37.00 
55.19 
84.25 
307.50 
158.38 
344.50 

142.38 
it. rut 
57.13 
87.19 
113.38 
200.75 
508.00 

133.75 
44.38 
17.81 
89.75 
85.31 
39.56 
12.38 

149.63 
46.13 
SO.OO 
95.50 
G2.00 
37.75 
42.88 

114.06 

48.94 
52.81 
102.19 
59.38 
42.94 
4  1.31 

121.00 

52.88 
52.38 
104.19 
58.13 
41.88 
38.81 

129.38 
62.38 
49.38 

11G.56 
55.56 
38.25 
31.94 

216.31 

69.38 
54.31 
124.44 
6G.50 
48.56 
37.13 

322.30 
91.25 
53.56 

131.25 
66.19 
65.59 
39.04 

 Otis  Elevator 

 Pennsylvania  It.  It. 

  Roviil  Dutch 

 Southern  P.icHic 

 Standard  of  Cnlif. 

 Standard  of  N.  J. 

 Stnndard  ofN.  Y. 

Texas  Corporation  

United  frilk.  .  . 

U.  S.  Steel  

Western  Union  

Woolwortfa  

1 

l»l!75 
69.50 
79.00 

105.19 

110.75 
150.25 
161.30 

59.50 
61.63 
33.22 
96.75 

130.91 
138.19 
143.00 
57.63 
GO.  13 
35.88 
93.63 

178.50 
128.63 
151.00 
63.75 
73. 50 
53.00 
105.38 

209.38 
11 1.56 
153.00 
104.75 
96.25 
61.44 
129.88 

178.88 
125.19 
1 29.69 
108.06 
87.88 
44.88 
125.44 

169.75 
123.63 
141.38 
101.50 
86.14 
13.00 
119.25 

264.50 
128.81 
18G.OO 
101.88 
87.25 
50.10 
128.25 

108.56 
110.75 
200.14 
92.63 
86.25 
47.75 
122.50 

38.50 
121.44 
1 50.75 
78.38 
85.00 
45.69 
122.38 

47.13 
130.88 
140.88 

96.75 
105.13 

57.13 
180.00 

43.75 
134.60 
170.00 

97.56 
119.31 

59.81 
244.56 

41.56 
1 39. 1 3 
203.25 
107.G2 
111.88 

65.06 
312.50 

48.88 
143.25 
225.44 
125.81 
130.56 

75.13 
166.13 

53. OO 
154.94 
266.50 
137.19 
146.19 

72.25 
178.63 

51.59 
178.63 
131.75 
143.69 
158.25 

81.10 
158.13 

G2.3S 
205.G9 
139.75 
152.44 
170.25 
116.66 
200.G3 

60.9  1 
248.81 
128.75 
205.88 
213.62 
196.31 
213.06 

 Texas  Corporation 

  Union  IWilir 

 United  Iri.il 

 U.  S.  Steel 

 Western  Union 

 We^tiriylK.u-. 

Total  28  Stocks  

84,956.62 

$1,830,38 

SI,  179. 92 

$4,091.77 

$3,332.56 

$-1,832.98 

$5,400.21 

$5,046.08 

$3,821.29 

$4 ,367. 1 5 

$2,95G.  10 

$3, 275. 51 

$3,387.22 

$3,558.87 

$3,-199.8 1 

 Total  211  Stm  kf 

Total  per  Unit  of  1  shares  o 
each  28  Stocks,  includin 
Reserves  and  other  casts. 

22,571.03 

22,039.40 

20,563.87 

22,719.03 

24,238.15 

22,050.44 

20,611.71 

21,438.78 

22,047.71 

17,790.60 

2O.OS0.O5 

14,149.05 

15,402.80 

15,963.03 

16,683.77 

16,437.00 

19,625.43 

21,331.06 

Total  per  Unit  of  4  shares  of 
each  28  Stork*.  iii.-lu.lin« 
Reserves  and  other  costs. 

Asked  Prioc  per  N.A.T.S. 

SI  IV* 

Sll 

910  V« 

$11% 

9121/a 

Sll 

S10'/4 

$12'/« 

911% 

$8% 

$10 

97Vb 

97*4 

98 

98% 

9sy4 

99% 

910% 

Asked  Price  per  N.A.T.S. 

APPRECIATION  BY  REINVESTMENT 


nth  thi 


results  which  have  accrued 
anuary,  1929.  Of  equal  interest,  b 
1911  and  the  adaptation  of  this  n 


'The  Reinvestment  Program"  discussed  in  the  hot  to  the  left  deals  - 
chasers  of  North  American  Trust  Sharci  since  the  creation  of  the  tr 
is  the  following  table  based  upon  the  distributions  of  the  28  stock' 
the  present  North  American  Trust  Shares  plans  of  reinvestment. 
Table  No.  I  presumes  that  the  investor  retained  oil  cash  dividends  from  the  deposited  stocks  on  his  accumulated 
shares  from  1912  to  1930.  In  other  words,  by  prelecting  the  present  North  American  Trust  Shares  plan  back  to 
1912,  the  investor  might  have  purchased  iht  ilcnt  of  a  "unit"  of  2,000  trust  shares  for  522,500.  In  the  first 

year  it  is  preiumed  that  only  cash  dividends  tin  the  I  000  trust  shares  were  spent,  and  the  balance  reinvested.  How- 
ever, by  1929  when  tlic  oticmnl  investment  hi;  increased  to  over  9,000  trust  shares  thru  reinvestment,  it  is  pre- 
sumed that  the  investor  retained  cash  dividends  on  the  full  number  of  decumulaiid  shares,  without  regard  for  the 
amount  of  the  original  investment. 

Table  No.  2  is  designed  to  coincide  with  the  prc-cnt  North  American  Trust  Shares  coupon  return  of  51,200  per  UDi't 
annually.  In  this  tabic  it  is  presumed  that  only  51,200  (about  6rp)  per  annum  is  rpent  by  the  investor,  i.e..  the 
coupon  return  on  his  original  investment.  This  plan  is  explained  in  detail  on  the  reverse  of  this  page. 
Tabic  No.  3  indicates  annual  appreciation  if  jl!  distributions  were  reinvested.  In  this  case  all  non-cash  return  was 
presumed  to  have  been  reinvested  at  a  discount  ol  50c  per  trust  share,  and  all  cash  dividends  at  the  current  offering 


December  31, 
December  31, 
December  31, 


December  31, 
December  31, 
December  31, 


■J  2. 5  OO.i'  [» 
22.950.00 
25,465.00 
24,241.25 


56.050.00 
40,861.88 
50.026.25 
56.560.00 
6-.8T9.iS 
69.423.75 
87,603.75 
103, 168.75 


£22.500.00 
22,500.00 


44,780.63 
55.838.75 
64,320.00 
78,976.25 
82,830.00 
107.103.75 
128,615.63 


43.505.00 
43,613.75 
55,370.00 
63,595.00 
56,134.38 
91,950.00 
70,751.25 
90,210.00 
105.960.00 
132,115.63 
140,662.50 
183.982.50 
223.071.88 
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North  American  Trust  Shares 

63  Wall  Street,  New  York,  N.  Y. 


A  Trust  Agreement,  dated  as  of  January  1,  1929,  be- 
tween Distributors  Group,  Incorporated,  and  Guar- 
anty Trust  Company  of  New  York,  Trustee,  pro- 
vides that  the  former  shall  deposit  with  the  Trustee 
certain  shares  of  stock  and  a  reserve  fund  of  51,200 
in  cash,  and  certain  other  cash  as  provided  in  the 
Trust  Agreement,  all  of  which  the  Trustee  shall 
hold  in  trust  (in  its  name  or  in  the  name  of  its 


nominees)  for  the  bearers  of  North  American 
Trust  Shares  certificates  and  against  which  de- 
posit the  Trustee  shall  issue  certificates  for  the  first 
2,000  North  American  Trust  Shares.  The 
shares  of  stock  to  be  deposited  aggregate  a  unit  of 
1 12  shares  and  consist  of  4  shares  each  of  the  com- 
mon stocks  of  the  following  companies: 


Railroads 
\lchison,  Topckn  and  Santo  Fc 

RoilwoyCompan.  (The) 
Canadian  Pacific  Railway  Company 
(Ulnoli  Central  Railroad  Company 
I  ■ ....  -  -  i  1 1 i  &  Nashville  Railroad  Company 
■1    New  York  Centra]  Railroad  Company 
(The) 

Pennsylvania  Railroad  Company  (The) 
■1    Southern  Pacific  Company 

Union  Pacific  Railroad  Company 

OiU 

Royal  Dutch  Company  (New  York  Shares 


Industrials 
a  Radiator  &  Standard  Sanili 
re  Tobacco  Company  (The) 


(ClauB) 
4    duPont  (E.I.)  dc-N. 
4     Eastman  Kodak  Companv  of  Nci 
4    General  Electric  Company 
4     Ingcrsoll-Iland  Company 

1     >»li.,iiu]  Hi- mil  C.nmunv 

1     Otis  Ele  vator  <  ompany 

4    United  Fruit  Company 

4    United  Slut.-  Sled  Corporation 

4     Wc* doghouse.  Electric  &  Manuft 

Company 
4    Woolworlh  (F.  W.)  Companv 


Com 


In  addition  to  the  regular  coupon  payment  on 
December    31,    1929    an   extra    distribution  of 
21-4/10c  per  share  was  paid  to  shareholders. 
Detailed  analysis  of  this  distribution  is  available 
to  shareholders  upon  request. 

Return 

The  return  on  North  American  Trust  Shares 
for  the  year  ended  December  31,  1929,  was 
$2,258.00  per  unit — or  $1,129  per  North  Ameri- 
can Trust  Share.  This  return  exceeds  11%  per 
annum  on  $10.25,  which  was  the  price  on  Febru- 
ary 19,  1929,  the  date  of  the  public  offering.  In- 
cluded in  the  foregoing  return  were  (1)  cash  divi- 
dends, and  (2)  the  value  <.!"  subscription  rights,  and 
stock  dividends,  and/or  additional  shares  of  stock 
received  from  split-ups. 

Statistical  Record 

The  statistical  record  within  shows  a  return 
from  the  above  sources  on  the  twenty-eight  stocks 
for  the  eighteen-year  period  from  January  1st,  1912 
to  December  31st,  1929.  North  American 
Trust  Shares  were  created  as  of  January  1,  1929. 
The  record  of  actual  return  on  the  trust  shares  is 
therefore  limited  to  one  year  as  stated  above.  How- 
ever, a  study  based  upon  this  statistical  record  indi' 
cates  that  each  unit  of  1 1 2  shares  of  the  above  stocks 
(four  shares  each  of  twenty-eight  companies)  would 
have  shown  an  average  annual  return  of  $2,640.00. 
Based  upon  the  average  annual  prices  of  the  twenty- 
eight  stocks  this  represents  an  average  annual  re- 
turn of  $1.32,  as  expressed  per  North  American 
TRUST  Share — over  13%  annually. 


Marketability 

1.  Sponsors  and  350  banks  and  dealers  have  con- 
sistently maintained  bid  Yz  point  below  current 
asked  price. 

2.  The  bearer  of  certificates  representing  a  Ya  unit 
(500  shares)  or  any  multiple  thereof  may,  at  any 
time,  surrender  them  to  the  Trustee  and  receive  in 
exchange  the  corresponding  !4  ""it  of  deposited 
stocks,  together  with  the  applicable  reserve  fund  and 
accumulated  dividends  without  additional  service 
charge  or  conversion  penalty. 

3.  The  bearer  of  certificates  representing  any  num- 
ber of  shares  less  than  a  Yt  unit  (500  snares)  may 
likewise  convert  through  the  Trustee  and  receive  a 
sum  in  cash  equal  to  the  value  of  the  deposited 
stocks,  reserve  fund  and  accumulated  dividends 
without  additional  service  charge  or  conversion 

4.  North  American  Trust  Shares  are  listed  on 
the  Chicago  Board  of  Trade  and  quoted  daily  in 
leading  newspapers  under  the  leading  "Investment 

Taxation 

1.  Income  Tax:  Dividends  on  NORTH  AMERICAN 
Trust  Shares  are  exempt  from  present  normal 
Federal  Income  Tax  insofar  as  they  represent  cash 
dividends  from  deposited  stocks  which  are  so  ex- 
empt. The  Depositor  will  furnish  a  semi-annual 
statement  of  the  source  of  dividends  on  the  request 
of  any  shareholder.  Copies  of  such  i 
the  year  1929  are  available  to  shareholdei 
quest. 


March  S,  1930 


Long  "S.  It."  Foit 


GROWTH  OF  PRINCIPAL 

by 

Reinvestmeut  of  Distributions  above  Coupon  Rate 
1912  to  1930 


The  following  table  illustrate* 
ciation  by  Reinvestment."  Th 
North  American  Truit  Share 


i  greater  detail  Table  No,  2  within,  under  the  heading  "Apprc- 
record  of  the  depoiited  stocks  is  herewith  expressed  in  terms  of 
The  trust,  however,  was  not  created  until  January  1,  1919. 


On  the  basis  indie 


 +  :60-  2,260 

2.K.Q+  20=  2,280 

2,280+  355=  2,635 

A¥t  |    2.635+  175=  2,810 

2,810+  195=  3,005 

3,005+  110=  3, in 

1.115+  90=  3,205 

3,205+  595=  3,800 


6,285+  920=  7,205 


S."4fi  +  l,190=  9.430 
9,430+  610=10,0^0 
10,0-10+  9.4  5=10.98? 
0,985+1,120=12,105 


jr.nvn  to  SllR.fil5.A3  dui 


North  American  Trust  Shares 


Participating  Certificates  of  Ownership  iu  Common  Slocks 

ficatM  in  denominations  of  10,  25,  50,  100,  250,  500,  1,000  and  2,000  North  America 
i  payable  semi-annually  June  30  and  December  31.  at  the  office  of  the  Trustee  in  New 
or  at  any  other  designated  paying  agency  in  the  United  States  or  in  foreign  countries. 

GUARANTY  TRUST  COMPANY  OF  NEW  YORK,  Trustee 


Each  North  American  Trust  Share  represents  1/2,000  participating,  i 
ing  group  or  unit  of  common  stocks  deposited  with  Trustee: 


l-voting  ownership  in  the  follow- 


Railroads 
Atchison,  Topcku  and  Santa  Fc 

Railway  Company  (The) 
Canadian  Pacific  Railway  Company 
Illinois  Central  Railroad  Company 
Louisville  &  Nashville  Railroad  Compai 
New  York  Central  Railroad  Company 

(The) 

Pennsylvania  Railroad  Company  (The) 
Southern  Pacific  Company 
Union  Pacific  Railroad  Company 

OiU 

Royal  Dutch  Company  (New  York  Shai 
Standard  Oil  Company  of  California 
Standard  Oil  Company  (New  Jersey) 
Standard  Oil  Company  of  New  York 
Texas  Corporation  (The) 


American  Tobacco  Comp; 

(Class  B) 
du  Pont  (E.  I.)  rlcNcmo. 
"odak  C< 


Industrials 
or  &  Slandar. 

(The) 


4    General  Elcc 


c  Com 


if  New  Jersey 


4     Ingcrsall-lt liihI  I  om 

National  Biscuit  Companv 
Otis  Elevator  Company 
United  Fruit  Company 
United  States  Steel  Corporation 
Wcstinghouse  Electric  &  Mauufacturi 

Woolworlh  (F.  W.)  Compony 

Vtilities 
American  Telephone  and  Telegraph 


m 


Exhibit  III. 
SHOWING  EXTENT  OF  RESEARCH 
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business,  this  must  be  discovered  and  observed  long  before 
it  becomes  a  reality,  and  investments  must  be  so  adjusted 
as  to  take  advantage  of  the  situation. 

To  the  end  that  the  desirable  effect  may  be  ac- 
complished, the  directorate  of  the  trusts  require  that  the 
statisticians  and  analysts  give  very  detailed  reports.  With 
such  complete  data  upon  which  to  base  conclusions  it  is  ex- 
pected that  the  outcome  will  reflect  income  consistent  v;ith 
such  efforts. 

Share  of  Investors  in  Income 
If  the  investment  trusts  are  brought  into  being 
for  the  benefit  of  the  investors,  only  they  should  receive 
all  the  net  income,    ^hit  this  is  not  the  case.     The  percent- 
age of  the  net  income  going  to  the  investors  varies  greatly. 
In  the  Incorporated  Investors,  the  investors  *put  up"  100^ 
of  the  capital  and  receive  ICO/,  of  the  profit,  whereas  in 
the  Standard  Investing  Corporation  the  investors  put  up  75^ 
of  the  capital  and  receive  31/<>  of  the  profit  (if  warrants 
are  exerci sed } • 

Chart  IV.  on  page  48  shows  clearly  how  capital  and 
net  income  distribution  are  made  among  a  representative  group 
of  investment  trusts. 

Diversification 
la  given  in  the  definition,  the  funds  of  an  invest- 


CHART  IV. 


.1 

FEATURES 

T  KIP  f~\T>T>f\ TJ 

ATED 

IJMVEo  it/Kb 

Tf  A  CP 

INVESTORS 

TPTTQT 

J.JN  VXi O  il\iJ2iK  . 

TRUST 

T?TTI\Tn  A 

TRUST  CP 

iVlU.Si.rt  J.  U  A 

ST AND AH) 

OLD  COLON 

NEW 
Y  ENGLAND 

BOND 
TRUST 

Per  cent,  of  capital 
supplied  by  investors 

100^ 

100$ 

100JS 

mi 

100>. 

2 

Per  cent,  of  profit 
going  to  investors 

10  0?a 

100^ 

lOOfo 

51$  if 
warrants 

100# 

5 

Per  rent,  of  cat>ital 
supplied  by  management 

none 

none 

none 

20% 

none 

Per  cent,  of  tirofit 
going  to  management 

none 

none 
(see  com- 

none 

50% 

none 

pensation 

5 

Method  of 
compensation 

■5-  of  1%  oi 
principal 

6c/o  of 
gross 

4  of  1%  of 
principal 

"     4/a  of 
gross 

indef. 

managem' t 

indef. 

manae-em'  t 

none 

O/o  OI 

gross 

vearl v 

vearl v 

vea.rlv 

gets  most j gets  most 
of  profitsof  nrofiti 

Showing  distribution 

J.  1/C3.J.     d-llU.    He  U 

income 
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merit  trust  are  placed  in  securities  showing  a  distribution 
of  risk.    Diversification,  as  we  know,  distributes  the  risk 
and  adds  safety.     This  is  one  of  the  chief  advantages  of  the 
investment  trusts.     Ho  matter  how  strong,  all  the  eggs  should 
not  be  put  into  a  single  basket.    -Distribute  them  among  many 
baskets . 

"The  following  summary  of  geographical  'spread' 
among  investments  of  typical  British  companies  results  from 
an  analysis  of  nineteen  investment  trusts  giving  comparable 
classifications.     The  averages  for  1907-1928  are  as  follows: 


British  Empire 

42> 

Europe 

16 

U.  S. 

11 

Latin  America 

2b 

Other  countries 

6 

10C>c 

34 

Here  in  America  the  degree  of  diversification  varies 
from  a  limitation  to  one  kind  of  industry  to  all  kinds  of  in- 
dustries in  any  part  of  the  world.     The  degree  of  diversifica- 
tion is  not  nearly  as  important  as  the  policy  of  diversifica- 
tion and  adherence  thereto. 

Certain  definite  limitations  as  to  the  percentage  cf 
funds  that  may  be  placed  in  any  one  company  is  usually  set 
forth  by  the  investment  trusts.     This,  however,  can  best  be 
discussed  under  restrictions. 

34.     Robinson,  L.  R.,   op.  cit.,  p.  281 
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METHOD  AND  APPROACH 
Examination  and  Classification 
In  the  examination  of  the  investment  trusts  in 
the  United  States  it  has  been  the  attempt  of  the  writer  to 
observe  all  of  the  known  trusts  within  the  territory.  The 
sources  of  this  information  comes  mainly  from  the  three  best 
known  and  most  reliable  publications  in  the  United  States, 
namely,  Moody's  -^ank,  insurance,  -^eal  Estate  and  Investment 
Manual  of  1929,  Keanes  ranual  of  Investment  Trusts  of  1929, 
and  Leland  R.  Robinson's  Investment  Trust  Organization  and 
"Management. 

It  should  be  pointed  out  that  many  differences  of 
opinion  arise  relative  to  the  proper  classification  of  in- 
vestment co:  panies.     Some  individuals  might  classify  an  in- 
vestment company  as  an  investment  trust,  and  another  might 
contend  that  it  is  a  financing  company.     The  writer  has  used 
as  a  basis  of  classification  the  definition  as  given  by 
Robinson  and  set  forth  herein. 

Moody's  Investors  Service  is  one  of  the  oldest  and 
most  reliable  services  of  its  kind  in  the  United  States.  Be- 
lieving this  to  be  the  most  dependable  source  from  which  the 
latest  information  could  be  secured,  I  took  from  this  book 
the  names  of  all  the  investment  trusts.     This  manual  puts  un- 
der one  classif i cation  all  financial  companies.     These  names 
were  put  down,  and  by  a  process  of  elimination  those  not 
strictly  investment  trusts  were  struck  out.     The  elimination 
was  "on  this  wise".     In  Robinson's  book  is  a  list  of  all  the 
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investment  trusts  up  to  May  1929.     The  trusts  appearing 
in  Robinson's  were  checked  with  the  list  from  Moody's. 
Then  those  appearing  in  Moody's  and  not  in  Robinson's  were 
examined  by  the  data  given  in  Keane's  Manual,  and  classi- 
fication was  determined  upon  the  combined  data,  bearing  in 
mind,  of  course,  the  definition  as  set  forth.     In  some  in- 
stances the  names  thus  obtained  were  augmented  by  companies 
appearing  in  Keane's  Manual. 

This  list  is  by  no  means  a  com  lete  list  of  all 
the  investment  trusts  in  America,  but  it  is  within  at  least 
99,    of  such  trusts.     The  purpose  of  this  thesis  is  to  ex- 
amine the  investment  trusts  in  their  relationship  to  the 
restrictions,  both  self- imposed  and  prescribed  by  govern- 
mental authorities.     It  is  the  belief  of  the  writer  that 
the  number  of  trusts  examined  v/ill  to  all  intents  and  pur- 
poses show  the  conditions  of  the  average  investment  trust • 

Contractual 

As  has  been  previously  stated,  the  investment  trusts 
are  classified  under  two  general  headings,  contractual  and 
statutory.     The  contractual  type  is  further  classified  as 
fixed  or  fund.     For  the  purposes  of  our  investigation  it  was 
deemed  that  a  class;ifi cation  other  than  the  broad  and  first 
distinction  as  mentioned  v/ould  serve  no  good  purpose.  Hence, 
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other  than  stating  that  a  trust  is  contractual  or  statutory, 
no  further  classification  has  been  shown. 

Statutory 

The  same  general  statement  is  almost  true  with 
reference  to  the  statutory  type.     They  are  further  dis- 
tinguished in  regards  to  their  legal  identity.     A  statutory 
type  may  be  an  ordinary  corporation,  a  cormon  law  trust s  or 
a  Massachusetts  trust.     To  know  these  further  groups  would 
be  of  no  material  value  to  the  study,  and  the  classification 
proceeded  without  these  details. 

Classification  and  Analysis  of  -•egulatory 
Restrictions  of  Contractual  i'ype 

Restrictions  of  Agreement 
The  execution  of  an  indenture  or  other  leg  1  docu- 
ment, brings  into  existence  a  contractual  trust.     It  is  in 
such  a  document  that  the  restrictions  appear.     For  the  pur- 
poses of  the  study  Keane's  Manual  of  Investment  Trusts  was 
used  to  give  the  necessary  data.    All  the  data  in  this  study 
relative  to  the  restrictions  is  primarily  information  given 
in  this  book  about  individual  companies.     Of  course,  it  is 
possible  in  a  great  many  cases  to  obtain  copies  of  the  original 
data,  but  it  is  believed  that  the  method  followed  is  accurate. 

Restrictions  Relative  to  Capital  Raising 

The  capital  of  the  contractual  trusts  comes  in 


53 


through  the  issuing  of  certain  certificates  of  ownership- 
This,  however,  is  not  the  only  method  by  which  a  company 
may  obtain  capital.     They  may  borrow.     Therefore,  each  com- 
pany was  examined  in  the  light  of  its  right  to  borrow  money, 

ITot  alone  was  it  desirable  to  know  if  a  trust  could 
borrow,  but  it  was  also  helpful  to  learn  if  a  trust  could 
loan  its  money,    ^y  this  it  is  meant  whether  or  not  it  could 
loan  money  in  the  call  market.     It  will  be  recalled  that  this 
possibility  was  mentioned  once  before. 

Investment  Restrictive  Policies 
The  study  of  this  thesis  is  primarily  interested  in 
investment  restrictive  policies.     It  will  be  borne  in  mind 
that  the  investment  restrictive  policies  are  self-imposed  as 
contrasted  with  governmental  obligations.     The  type  of  re- 
strictions as  agreed  to  in  the  indenture  is  what  the  manage- 
ment feels  to  be  reasonable  action  on  its  part. 

Diversif i  cation 
The  matter  of  diversification  was  looked  at  from 
three  angles: 

1.  /jnount  of  money  that  may  be  invested  in  one  corporation 

2.  Amount  of  money  that  may  be  invested  in  one  type  of 
industry 

3.  Amount  of  money  that  may  be  invested  in  one  country 
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Purchases  and  Sales 
The  policies  of  the  purchase  and  sale  of  securi- 
ties were  examined  from  the  standpoint  of 

1.  The' characteristics  necessary  to  make  a  security 
eligible  for  purchase 

2.  The  elements  necessary  for  the  disposal  of  a 
security 

3.  The  restrictions  relative  to  the  purchase  of  a 
security 

4.  The  age  necessary  for  the  company  to  make  its 
securities  eligible  for  purchase 

Income  Disposition 
Trusts  were  examined  to  find  out  the  type  of  policy 
followed  in  relationship  to  the  disposition  of  the  income. 

Expenditure 

The  study  also  sought  to  find  out  whether  or  not  in- 
vestment trusts  were  liberal  in  the  matter  of  expenditures* 

Compensation  of  Management 
It  is  believed  that  management  is  one  of  the  most 
important  factors  in  the  investment  trust,  and  it  is  also  in 
this  phase  of  the  business  that  the  greatest  trouble  can  be 
found.     Investment  trusts  were  examined  to  learn 

1.  The  compensation  given  the  management 

2.  The  liberality  of  the  compensation 

3.  The  compensation  of  the  management  through  owner- 
ship of  stock. 
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Rigid  or  Non- rigid 
It  is  generally  understood  that  all  contractual 
trusts  are  rigid,   out  the  sense  in  which  the  word  rigid  is 
used  here  does  not  denote  this  popular  meaning,     -^ach  com- 
pany was  analyzed  from  the  standpoint  of  its  strictness  or 
laxity  in  safeguarding  the  funds  entrusted  to  its  care.  If 
the  restrictions  were  very  exacting,  whether  they  were  con- 
tractual or  statutory,  they  were  classified  as  rigid  or 
vice-versa. 

Classification  and  Analysis  of  Regulatory 
Restrictions  of  Statutory  Type 

What  has  "been  said  about  the  method  of  examination 

of  the  contractual  type  may  apply  to  the  statutory  type. 

Restrictive  Policies  Imposed  by  Government- 
al Authori ti  es 

Aside  from  the  restrictions  as  set  forth  above  there 
are  certain  state  and  governmental  restrictions  that  are  im- 
posed upon  the  investment  trusts.     These  restrictions  apply 
alike  to  the  contractual  and  statutory  types. 

Very  few  of  the  state  regulations  are  of  any  real 
importance.    Of  course,  all  securities  sold  in  many  states 
must  conform  to  the    ecurities  Sales  Acts,  commonly  known  as 
the  "Blue  Sky  Laws'*.     In  a  great  number  of  states  these  acts 
alone  are  all  that  can  be  found  dealing  with  investment  trusts. 
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There  is,  however,  one  very  important  survey  of 
the  activities  of  the  investment  trusts  that  has  been  made 
by  Attorney  General  Albert  Cttinger  of  Hew  York.     This  re- 
port is  the  most  complete  state  data  available  on  the  sub- 
ject.    It  deals  with  the  history  of  the  investment  trusts, 
their  classification,  financial  contacts,  organization,  etc. 
The  report  is  so  broad  in  scope  and  so  intensively  and  care- 
fully scrutinizing  in  character  that  it  would  be  hard  to  pick 
out  any  particular  part  of  it  that  should  be  quoted.  Still, 
it  may  be  well  to  point  out  a  brief  summary  of  the  recommenda- 
tions of  the  Attorney  General. 

"Summary  of  Recommendations" 

"The  investigation  conducted  in  the  manner  outlined 
in  the  Foreword  to  this  report  was  of  such  broad  scope 
and  so  intensive  that  all  angles  of  the  industry  under- 
went careful  scrutiny.     Our  conclusion  is  that  Invest- 
ment Trusts  which  now  handle  hundreds    of  millions  of 
dollars  of  the  funds  of  American  investors  for  the 
primary  purpose  of  reinvestment  on  behalf  of  investors, 
are  charged  with  an  unusual  degree  of  public  responsi- 
bility.    We  strongly  recommend  legislation  which  will 
subject  investment  trusts  to  legal  supervision  by  the 
State  of  New  York. 

"The  i.rartin  Act  which  gives  the  Attorney  General  the 
right  to  investigate  the  conduct  of  affairs  of  companies 
selling  securities  within  Hew  York  State  is  ample  pro- 
tection to  the  public  in  the  purchase  of  securities  of 
fraudulent  concerns. 

"It  is  not,  however,  primarily  protection  from  fraud 
that  is  needed  in  the  case  of  investment  trusts;  it  is 
the  public  assurance  that: 

(l)     The  people  managing  these  trusts  are  men 
of  character • 
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(2)     That  they  are  willing  to  show  their  faith 
in  their  enterprises  "by  investing  a  sub- 
stantial amount  cf  their  own  funds  in 

then  

"It  is  believed  that  abuses  of  practice  which  might 
otherwise  occur  vail  be  adequately  forstalled  if  a  public 
officer  of  the  State  is  charged  with  the  responsibility 
of: 

(l)     Refusing  a  charter  to  improper  or  dishonest 
incorporators  • 

2)  Examining  the  original  plan  and  prospectus..... 

3)  Requiring  reports  from  time  to  time  "  35 

The  Attorney  General  points  out  that 

1.  An  investment  trust  should  pay  very  little  for 
raising  capital.     (Anything  above  ten  percent 
is  excessive) 

2.  The  primary  purpose  of  the  trust  being  the  in- 
vesting and  reinvesting  of  funds,  any  departure 
from  this  procedure  should  be  curtailed. 

3.  Periodic  audits  should  be  made  by  reputable  ac- 
countants . 

4.  The  legality  of  all  issues  should  be  vouched  for. 

5.  All  contingent  liabilities  should  be  stated  in 
the  balance  sheet. 

6.  Literature  should  clearly  and  accurately  describe 
the  business. 

7.  Loans  or  transactions  with  officers  or  closely  af- 
filiated companies  is  a  bad  practice. 

Aside  from  this  survey  the  only  other  state  that  has 

any  extensive  regulation  is  that  of  California,  which  requires 

1.  Qualification  as  to  character 

2.  Qualification  as  to  competency 

3.  Description  as  to  method  of  operation 

4.  Scope  of  business 

5.  Kinds  of  securities  to  be  dealt  in 

6.  Amount  of  paid-up  capital  necessary 

7.  Prohibition  of  officers  dealing  with  trust 

8.  Ho  promotion 

9.  Salaries 


35.    Keane,  C.  P.,  Keanefs  Manual  of  Investment  Trusts, 
1928,  p.  657-685 
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10.  Limitation  of  commission 

11.  Five  percent,  diversification 

12.  Securities  dealt  in  must  have  earning  record 

13.  Limit  of  temporary  indebtedness 

14.  Financial  statement 

15.  Dissemination  of  list 

16.  Literature  shall  "be  clear 

17.  No  market  manipulations  36 

18.  Surplus  and  reserve  must  be  set  up. 

(Influence  1hese  ^estri cti ons  Have) 
These  restrictions  or  proposed  restrictions  have 
had  little  or  no  chance  to  reflect  their  influence  upon  the 
investment  trusts.     The  Attorney  General's  report  was  not 
made  until  November  1927  and  the  California  Law  is  not  old 
enough  to  have  had  a  great  deal  of  influence  upon  the  aver- 
age investment  trust.     It  might  be  truthfully  stated  that 
the  real  effect  of  these  restrictions  cannot  be  seen,  but 
they  undoubtedly  prevented  the  organization  of  many  trusts 
that  would  have  smirched  the  comparatively  clean  record  the 
investment  trusts  as  a  whole  now  have. 

Stock  Exchange  Restrictive  Influences 
lany  individuals  believe  that  if  a  security  is 
listed  on  the  New  York  Stock  Exchange  the  security  is  given 
a  certain  inherent  value.     </hile  this  is  not  true  in  a  tech- 
nical sense,  in  that  listing  does  not  add  anything  to  the 
comvany  per  se,  still  it  does  give  an  added  value  to  the 
security  by  adding  marketability.     Then,  too,  the  very  fact 

36.     Keane,   G.  P.,  op.   cit.,  p.  805-806 
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that  the  listing  committee  requires  certain  prerequisites 

37 

makes  the  corporation  live  up  to  certain  regulations. 

Nearly  all  investment  trust  securities  are  sold 
"over  the  counter1*,  that  is  direct  to  the  investor,  and  few 
of  the;:;  are  listed  on  the  New  York  Stock  Exchange,  r^ence, 
they  are  without  the  pale  of  the  listing  requirement  influ- 
ence. 

STATEMENT  OF  FINDINGS 
Contractual  Type 

It  will  be  noted  on  the  work  sheets  that  the  same 
grouping  has  "been  used  for  "both  types  of  investment  trusts, 
but  that  distinctive  features  invariably  appear  peculiar  to 
one  or  the  other.     For  example,  almost  without  exception 
none  cf  the  contractual  type  specify  that  trustees  must  sell 
securities  upon  certain  conditions. 

The  following  sumnarized  tabulation  shows  the  find* 

ings  under  classifications  as  set  forth  in  the  work  sheets: 

Total  number  of  investment  trusts  examined  235 
Total  number  classed  as  contractual  44 

Special  Industry 

Number  restricting  investment  to 

special  industry  3 

Borrowing 

Number  reporting  on  borrowing  3 
Number  allowing  borrowing  2 
Number  not  allowing  borrowing  1 

37.     Largequist,   ./.  E. ,  op.  cit.,  p.  108. 


Loaning 

Humber  reporting  on  loaning 
Number  not  allowed  to  loan 
Number  allowed  to  loan 


0 
13 


Purchases  &  Sales  x'lestrictions 
Number  reporting 

Number  requiring  sale  v/hen  dividend 


Number  requiring  sale  upon  reaching 


Number  having  purchase  restrictions  7 

Age  of  Company 

Number  requiring  company  to  be  of 
a  certain  age 

Per  Cent*  in  One  Company 
Number  reporting 

Number  requiring  no  restriction  1 
Number  restricting  investment  to  Z%  1 
Number  restricting  investment  to  &%  3 
Number  restricting  investment  to  1%  2 
Number  restricting  investment  to  10%  12 
Number  restricting  investment  to  20$  1 
Number  specifying  number  of  differ-  2 

ent  corporations  (one  requires 

26  and  another  54) 

Per  Cent*  in  One  Industry 
Number  reporting 

Number  limiting  investment  to  12/*  1 
Number  limiting  investment  to  25,  2 
Number  limiting  investment  to  40^  1 

Per  Cent,  in  Foreign  Country 
Number  reporting 

Number  restricting  to  20%  1 
Number  restricting  from  10%  to  40,.  1 


omitted 


0 


certain  price 


1 
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Compensation  of.  Management 

Number  reporting  8 
Number  liberal  in  income  distribution  4 
Humber  conservative  4 

Rig: id  and  ITon- rigid 

-.umber  examined  and  classified  44 
Number  classed  as  rigid  19 
Number  classed  as  non-rigid  25 

Trusts  Reporting  No  Restrictions 

According  to  our  classification  12 


Statutory- 
It  has  been  stated  that  both  types  of  trusts  were 
examined  in  the  light  of  the  same  classifications,  and  the 
same  style  of  tabulation  displays  the  findings  of  the  statu 
tory  type. 

Total  number  of  investment  trusts  examined 


Number  classed  as  statutory  191 

Special  Industry 

Number  reporting  41 
Number  restricting  to  special  industry  41 

Borrowing 

Number  reporting  56 
Number  allowing  borrowing  55 
Number  not  allowing  borrowing  1 

Loaning 

Number  reporting  28 
Number  allowing  loaning  28 
Number  not  allowing  loaning  0 

Purchases  &  Sales  ^-estri  ctions 

Number  reporting  5 
Number  requiring  sale  upon  omitted 

dividend  0 
Number  requiring  sale  when  price  is 

reached  3 
Number  having  purchase  restriction  3 
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Ige  of  Corporation 
Number  reporting  13 

Number  requiring  company  to  be  1  yr.  1 
"                  "           ■     "  3  yrs.  8 

i  tl  M  .1      n    5   yTS,  3 

M  n  M  ■       it    4    yrs<  1 

One  trust  restricted  amount  in  new 
company  to  20%  of  its  assets 

Per  Cent,  in  One  Company 

Number  reporting  79 

Number  requiring  %  of  1%  1 

!  umber  having  no  restriction  2 

Number  reauiring  1%  2 

■  *  "          2%  1 

*  ■          7>%  5 

■  »•  5J5  43 
"                *        7i>-  1 

■  *        10^  20 

*  "         20>.  2 

■  "        special  number  of 
companies  2 

Pgr  ~ent.  in  One  Industry 

Number  reporting  35 

Number  limiting  investment  to     2%  1 

■  it             «        n   a£  i 

n            m                   it            .1  2.0%  2 

■  tt                   "            "  12^  1 

■  "                    «            «•  15.  5 

■  ■                    ■             «  20^  3 

■  ■                    ■             '»  25%  10 

N  .1  ..  H  3Q^ 

•            ■                    ■             ■  35$  1 

i                    »             «  40^  2 

"                    "             *5G$  1 

rt    varied  6 

Per  Cent.  Outside  U.  S. 

Number  reporting  32 
Number  allowing  no  foreign  investment  2 

Number  limiting  investment  to     f>%  1 

*  «                   «            *  io$  3 

■  ■                    ■             ■  lb%  5 
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CONCLUSION  AND  DEDUCTIONS 
The  natural  conclusion  and  deductions  of  any  such 
subject  as  this  gives  answer  to  the  questions  of  the  quest. 
The  search  in  this  thesis  has  been  the  finding  out  and  classi- 
fying of  the  restrictions  of  investment  trusts  in  the  light 
that  they  affect  the  public,  and  the  determining  if  there  is 
a  need  for  additional  regulation. 

"The  grounds  of  public  interest  in  business  consti- 

38 

tute  the  basis  of  the  state's  economic  right  to  interfere." 
In  other  words,  whenever  the  individualism  fails  to  safeguard 
the  public  interest  the  state  should  interfere. 

The  purpose  of  the  investment  trusts  is  to  .judicious- 
ly invest  funds  to  the  end  that 

1.  -he  principal  is  safe 

2.  The  income  is  satisfactory 

3.  Marketability  is  present 

It  the  investment  trusts  reasonably  and  adequately  accomplish 
this  task  there  is  no  need  for  public  regulation  and  interfer- 
ence. 

In  order  for  the  principal  to  be  reasonably  safe  there 
must  be  proper  diversification  in  companies,  industries  and 
countries.     The  number  of  companies  reporting  under  the  con- 
tractual and  statutory  types  of  investment  trusts  seem  to  have 
reasonably  diversified  restrictions.     Hov/ever,  more  information 

38.     Clarke,  J.  M. ,  op.  cit.,  p.  170 
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along  this  line  should  be  published  by  the  investment  trusts. 
Other  factors  to  be  considered  when  questioning  the 
safeguarding  of  principal  are  borrowing,  loaning,  and  pur- 
chases and  sales  restrictions.     The  amount  of  information  re- 
ported under  these  headings  is  not  adequate  to  draw  logical 
conclusions  * 

Notwithstanding  the  fact  that  the  information  re- 
ported is  unsatisfactory,  up  to  the  present  those  upon  whom 
the  responsibility  has  rested  to  see  that  money  has  been  proper- 
ly safeguarded  have  "acquitted  themselves  like  men".     V/e  have 
had  no  bankruptcy  and  financial  collapses  of  investment  trusts. 
To  be  sure,  they  were  effected  by  the  severe  market  decline  in 
November  1929,  but  not  to  any  greater  degree  than  were  other 
securities . 

The  amount  of  income  investment  trusts  receive  is 
contingent  upon  borrowing,  loaning,  purchases  and  sales  re- 
strictions, age  of  new  corporations  invested  in,  and  amount 
of  compensation  given  the  management.     The  number  of  companies 
reporting  under  borrowing  and  loaning  does  not  give  enough  in- 
formation for  conclusive  deductions.     A  few  of  the  companies 
have  restrictions  relative  to  purchases  and  sales.     This  in- 
formation, likewise,  was  not  reported  to  the  extent  that  it 
shows  any  real  value. 

To  determine  whether  or  not  the  income  distribution 
has  been  satisfactory  requires  that  we  compare  the  income  of 
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investment  trust  shareholders  with  the  income  of  companies 
whose  risk  is  commensurate  with  the  risk  of  investment  trusts. 
The  worksheets,  however,  disclose  the  fact  that  the  income 
distribution  column  is  not  filled.     A  large  number  of  com- 
panies did  not  report  under  this  classification. 

However,  inference  can  be  drawn  from  the  column  on 
compensation  of  management.    Nearly  all  of  the  managements  are 
compensated  from  stock  ownership  together  with  a  small  per- 
centage of  the  net  assets.     This  means  that  the  management 
must  earn  money  for  the  trust  3hare  holders  before  they  re- 
ceive a  share  of  the  income.     This  is  due  to  the  fact  that 
the  management  usually  holds  stock  iunior  to  that  held  by 
the  trust  owners. 

With  the  income  earned  and  reasonably  distributed, 
it  is  safe  to  say  that  the  income  received  by  investment  trust 
shareholders  is,  in  the  majority  of  cases,  satisfactory. 

One  of  the  cardinal  requisites  for  a  lucrative  se- 
curity is  that  of  marketability.     The  investment  trust  shares 
are  sold  "over  the  counter**.    Each  one  of  the  three  groups 
that  sponsor  the  trusts  usually  make  a  market  for  their  se- 
curities.    In  many  instances  this  market  arrangement  is  more 
satisfactory  than  the  usual  market  maintained  for  securities, 
and  it  is  up  to  the  investment  trust  sponsors  to  maintain  the 
market  for  their  securities. 
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Number  limiting  investment  to  20;^  5 

«•            '«                   ■  '»  25/*  3 

«»            "                    ■  "  2 

"            "                   "  ■  Z&%  8 

n             ti                    ii  ii  40^  1 

■  ■  »  ■  50;i  1 

■  varied  2 

Compensation  of  Management 

Number  reporting  130 
Number  benefiting  from  stock  ownership  64 
Per  cent,  of  stock  rec'd  classed 

liberal  17 
Per  cent,  of  stock  rec'd  classed 

conservative  7 
Per  cent,  of  stock  recfd  classed 

indefinite  50 
Number  receiving  per  cent,  of  assets  24 
Number  receiving  specified  sum  1 
Number  receiving  per  cent,  of  profit  14 
Number  receiving  per  cent,  of  net 

assets  15 
Number  receiving  profit  and  expenses  3 
Number  receiving  commission  2 
Number  receiving  profit  and  per  cent. 

of  assets  3 
Number  receiving  stock,  etc.  4 

Income  Disposition 

Number  reporting  19 
Number  liberal  12 
Number  conservative  7 

Rigid  and  Non-rigid 

Number  examined  and  classified  191 
Number  classified  as  rigid  13 
Number  classified  as  exceptionally 

non-rigid  8 
Number  classified  as  non-rigid  170 


Trusts  Reporting  No  Restrictions 
According  to  our  classification 


25 
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Possibility  of  More  Effective  Regulation 

It  would  be  folly  to  maintain  that  the  degree  of 
perfection  desirable  has  been  reached  in  this  field.  There 
are  conditions,   especially  with  reference  to  individual  com- 
panies, that  could  be  changed  with  profit.     Some  trusts  im- 
pose no  restrictions  whatsoever  upon  the  management.     It  is 
safe  to  3ay  that  this  type  of  liberty  is  well  if  placed  in 
the  proper  hands,  but  because  of  the  frailty  of  human  nature 
too  much  freedom  with  other  individuals'   savings  is  not  the 
most  desirable  situation. 

On  the  whole  the  regulations  reported  are  very 
satisfactory.     These  restrictions  are  self-imposed,  and  it 
is  reasonable  to  believe  that  they  are  lived  up  to.  However, 
in  the  case  of  management  there  is  room  for  improvement.  In 
many  instances  the  amount  of  inco:  e  received  by  the  manage- 
ment is  mere  than  commensurate  with  the  services  rendered. 
The  worksheets  disclose  the  fact  that  of  the  191  statutory 
companies  classified  according  to  their  rigidity  8  were 
classed  as  exceptionally  non-rigid  and  170  as  non-rigid.  On 
the  surface  such  a  condition  does  not  apprar  to  be  favorable. 
But,  the  writer  is  of  the  opinion  that  trie  sponsors  of  these 
trusts  should  be  given  rather  a  wide  scope.     Those  classed  as 
exceptionally  non-rigid  should  have  additional  regulation. 
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The  very  fact  that  certain  conditions  are  not  all 
that  may  be  desired  is  no  inference  that  governmental  agencies 
are  the  ones  to  correct  the  difficulty.     In  fact  the  writer 
firmly  "believes  that  the  Investment  Bankers  group  is  the  most 
reliable  agency  to  correct  these  faults,     'xhe  stock  exchange 
members  and  the  banking  group  in  general  have  an  enviable 
record  for  honesty  of  action.     It  is  safe  to  say  that  honor, 
truth  and  fairness  in  this  group  is  a  glowing  example  of  the 
highest  type  of  business  integrity  in  America. 

It  would  be  a  mistake  to  attempt  to  impose  any 
governmental  regulation  upon  this  group,  for  it  could  not  be 
expected  that  it  would  make  the  situation  any  better. 

Present  arragnements  are  not  sufficient.     In  the 
previous  paragraphs  some  suggested  changes  have  been  noted. 
However,  it  must  be  borne  in  mind  that  the  real  movements 
for  better  and  more  desirable  guidance  of  investment  trust?, 
has  not  as  yet  been  felt.     The  future  glows  with  hope,  and 
we  can  look  forward  to  the  investment  trusts  as  an  important 
element  in  the  development  of  American  finance. 
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Key  to    .'orking  Sheets 


Borrow 

When  check  is  in  column  it  means  that  the  trust  can  borrow. 
Loan 

Vhen  check  is  in  column  it  means  that  the  trust  can  loan. 

Purchase  and  Sale  " 

A  means  that  when  a  corporation  whose  securities  are  held  by 
the  trust  omits  a  dividend  the  trust  must  sell  such  a 
security . 

B  means  that  if  a  security  that  is  held  advances  a  certain 
percentage  in  value  the  security  must  be  sold. 

£  means  that  there  are  certain  restrictions  relative  to  the 
purcha3e  of  stock. 

Management  Compensation 

Stock -A  means  that  the  management  has  received  either  stock 

or  the  right  to  subscribe  to  stock  upon  a  liberal  basis. 
Stock-B  means  that  the  management  has  received  stock  or  the 

right  to  acquire  stock  upon  a  conservative  basis. 
Stock- 1  means  that  the  management  h  .s  received  stock  or  the 

right  to  acquire  stock  upon  a  basis  that  is  not  decidedly 

clear. 
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Massl 

1924  State  St.  Investment  Corp. 
Del. 

1928  Sterling  Securities  Corp. 
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